THE 


YALE REVIEW. 


AUGUST, 


COMMENT. 


The New Leadership in Legislation; Arrested Development of 
Legislative Organs; Some Items in the Presidential 
Program. 


WO incidents of the recent commencement season, trivial 
in themselves, have the significance of straws, showing 
the trend of our constitutional development. One of these straws 


was the detention of President Taft in Washington at the time 
of the Yale Commencement. There were strong personal rea- 
sons drawing him to New Haven. These had to yield to the 
need of remaining in Washington in order to secure the passage 
of certain laws which he desired to have enacted. Another straw 
was thrown to the surface at Harvard, when Governor Hughes 
took advantage of the presence of ex-President Roosevelt to ask 
him to make a public appeal in behalf of the Primary Election 
Bill, then pending before the New York Legislature. Both of 
these incidents mean the same thing. They show the increasing 
influence of the executive upon legislation, both in the Federal 
and in the State governments. We are no longer content to 
accept the traditional division of functions, according to which 
the laws are made by the legislature, and the executive is merely 
entrusted with their enforcement. Little by little, we have come 
to expect the president of the United States to become a leader 
in legislative policy. He is occupying more and more the posi- 
tion of the prime-minister of England, who blocks out the gov- 


ernment’s policy at the beginning of each session and with the 
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aid of his cabinet is responsible for carrying through as much 
of it as he can. The tendency is not quite as marked in our 
States, which have, in many cases, limited by constitutional pro- 
visions the powers of the governor, and in the instance mentioned 
above, the event proved that the governor was unable to carry 
his point. Yet, in spite of such limitations, a governor who 
would earn the respect and confidence of the people of his State 
must be more than a mere executive, and must impress himself 
upon legislation. 

To those whose horizon is bounded by the words of the 
Constitution, and who do not realize that the best of institutions 
must change in the course of years in order to adapt themselves 
to changed conditions, this tendency must seem to indicate a 
dangerous perversion of our fundamental principles of govern- 
ment. That there are dangers connected with it cannot be 
denied, and some of them were pointed out in our February 
number. But there is a danger of a different kind in allowing 
institutions to become fossilized, and when they change under 
the influence of circumstances, it is important to find out whether 
these changes are due to the necessity of meeting changed condi- 
tions, or to the perversity of individuals or classes. 

Such a question can often be best answered by comparing 
home institutions with those of foreign countries. If we institute 
such a comparison between England and the United States, we 
are first of all struck with an apparent contrast. In the eight- 
eenth century, the theory of the British Constitution was that 
the king represented the executive power, the parliament the 
legislative power, the courts the judicial power; and this was 
thought to be such a wise scheme that it served as a model for 
the framers of our own Constitution. In the course of a century, 
the power of the sovereign has apparently dwindled, while that 
of Parliament has increased, and in Parliament, the power of the 
House of Commons has grown steadily at the expense of that 
of the House of Lords. ‘Thus the real controlling influence in the 
state is the popular branch of Parliament, which exercises that 
control through a committee, nominally made up of appointees 
of the sovereign, but practically made up of leaders who enjoy 
the confidence of the ruling party in the House of Commons. 
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In the United States the tendency seems to be quite different, 
inasmuch as the executive has apparently gained influence and 
strength at the expense of the legislature, while the powers of 
the latter have been still further curtailed through the right of 
the judiciary to pass upon the constitutionality of legislation. 
In fact, however, the tendencies, in England and the United 
States, though different in form, mean the same thing. They 
indicate the increasing need of leadership in legislation. In 
England the leadership has developed through the representatives 
of the people in the House of Commons. In the United States, 
it has developed through the president, who, though in form not 
chosen by the people, has grown to be in fact more directly a 
representative of the people at large than either house of Con- 
gress. This growth of the idea of leadership is all the more 
remarkable in our country in view of the deep-seated national 
objection to anything like one-man-power. Our laws and our 
traditions are alike opposed to absolutism, and yet we are grad- 
ually looking more and more to the president to formulate and 
to propose those legislative measures which are needed to satisfy 
certain demands, often vaguely, but none the less keenly, felt 
by the people at large. 

This fact is obvious, if we contrast a presidential with a sen- 
atorial campaign. Of late years, during a presidential election, 
the candidates have tried to visit as many different sections of 
the country as possible and to present their views in public 
speeches to the voters. When a so-called senatorial campaign is 
in progress, it may easily happen that there is no real discussion, 
either of public questions or of the character and capacity of the 
candidates. Such incidents as the failure of the administration 
to reappoint a postmaster, known to be friendly to one of the 
candidates, or the claim that pledges were given several years 
ago, in a club, are heralded in the press as events marking the 
progress of the contest which is supposed to be going on. We 
always know the president’s attitude on the questions of the 
day. We are often ignorant of that of our representative in 
Congress, excepting as it may be indicated by a party name. 

The failure of representative bodies to meet the expectations 
that were entertained of them a century ago, is not confined to 
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the United States. When the present constitution of France 
was adopted, it was, like ours, modeled in a general way on that 
of England, not, however, on the English constitution of the 
eighteenth century, but on the English constitution of the second 
half of the nineteenth century. The president was accordingly 
put in the position of a constitutional sovereign, who reigns but 
does not govern, and it was expected that the real leadership 
would devolve upon a cabinet, representing, like the English 
cabinet, the legislature. The result has proved, however, to be 
disappointing. Ministries come and ministries go, but no min- 
istry knows, at its advent, how soon or how suddenly a combina- 
tion of hostile groups in the lower house may force it to resign. 
It thus becomes exceedingly difficult for any ministry to remain 
in office long enough to carry out a serious program. The 
recent success of Monsieur Briand in defying this group system 
and bringing about what now looks like a new era of parliamen- 
tary government in France, shows that the French, too, have 
at last realized the importance of leadership in legislation. This 
change is, therefore, quite parallel to that which has come about 
gradually in the power of the president of the United States, 
though assuming an entirely different form. 


It is not possible within the limits of one short article to fully 
account for this very general failure of elected legislatures to do 
their work efficiently. One quite obvious reason lies in the 
increasing complexity of our economic and social life, which, 
coupled with higher standards of living and higher ideals of 
social justice, is making increasing demands upon the wisdom 
and skill of legislators. That the difficulty of these problems 
is recognized by legislatures themselves, is seen in the increas- 
ing tendency to make use of commissions, both to propose future 
legislation, and, on the other hand, to carry out laws involving 
a high degree of discretion and judicial ability. It is also 
seen in the increasing attention which is given to legislation 
by bodies of experts who are not in the legislature. Econo- 
mists, business men, lawyers, are constantly studying social 
problems, and of late years they have begun to realize as 
never before that the problems of one State are often the 
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problems of many others. Indeed, they recognize that many 
of them are world problems, so that the discussions become not 
only interstate, but international. This summer, e.g., inter- 
national congresses are to be held in Europe regarding Adminis- 
trative Sciences, Public Care and Private Charity, Social 
Insurance, Occupational Diseases, Unemployment, and Labor 
Legislation, while in our own country the International Prison 
Congress is soon to meet. Indeed, so numerous have these 
international meetings become of late years, that it has seemed 
wise to call a conference of international associations, held in 
May of the present year, in order to discuss the relations of these 
different bodies to each other, and prevent duplication, conflict, 
and waste of effort. The international character of our prob- 
lems is being recognized by practical business men as well as 
by students, and the National Manufacturers’ Association is send- 
ing a commission abroad in order to study the subject of com- 
pensation for accidents. Many of these conferences, it is true, 
relate to other methods of action than legislation, but there is 
not one of them which does not make more or less demands upon 
legal enactinent. 

While the seriousness of legislation is thus being recognized 
by students, and while we are endeavoring to raise the standards 
in all of our professions by increasing the requirements of our 
law schools, of our medical schools, and our schools of science; 
while we are demanding that even our barber shall not approach 
the delicate task of removing our surplus hair lightly, or in igno- 
rance of the sanitary and other problems involved, we demand 
nothing and expect nothing in the way of either training or 
experience from those who make our laws and on whose work 
depend questions of life and death, business contracts, and social 
relations. The last legislature of the State of Connecticut, e.g., 
passed 269 public and 495 private acts, or 764 laws in all; yet 
only 28 per cent. of the members of the two houses had had any 
previous experience in legislation. It must be clear, therefore, 
that we have failed to keep our legislative machinery up to date. 
We all know that increasing demands are made upon our legis- 
lators, and yet we have done nothing to equip them for their 
task. What the outcome is to be cannot be easily predicted. 
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Perhaps we shall develop on the lines of more skilled leadership 
outside of the legislature. There are undoubtedly dangers in 
this, for the leader cannot be omniscient. He must get his infor- 
mation from others, and even though he should try to take only 
expert advice, he is liable to be deceived. Perhaps we shall 
succeed in completely making over our methods of choosing 
legislators. We must certainly do something, unless we are 
willing to allow the art of legislation to lag behind all of the 
other arts in the application of scientific methods. 


Recognizing the increasing importance of presidential policies, 
the YALE REvIEw has aimed to secure articles bearing upon some 
of the more important measures which have been advocated by 
President Taft. Two of them are treated in the present number. 
One of these is the reform of the postal system, a subject on 
which public opinion is often dumb, because the organs of public 
opinion are interested, or think themselves interested, in maintain- 
ing the present low postal rates for second-class matter. 

Another subject of great practical value, but which does not 
appeal to popular emotions, is the budget. For years, students 
of finance have recognized that the United States has utterly 
failed to develop a rational and practical method of ordering its 
public finances. In some years we have proceeded cheerfully 
with a large deficit; in other years, we have maintained an almost 
equally embarrassing surplus, with the same indifference to 
business principles. The study which this number presents of 
the English Budget shows that, with the increasing complexity 
of financial conditions in England, the parliamentary control of 
expenditures has ceased to be as effective as it once was and 
as it is still popularly supposed to be. This experience has a 
direct bearing upon our own fiscal problems and should help in 
their solution. 
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A BETTER CONTROL OF PUBLIC EXPENDITURE. 


CONTENTS. 


Growth of public expenditure in Great Britain and importance of its con- 
trol, p. 119; methods applied by the House of Commons, the Comptroller 
and Auditor-General, p. 120; the Standing Orders, p. 123; the Estimates, 
p. 123; the Public Accounts Committee, p. 126; control by the House of 
Commons impaired by the mass of business, p. 127; proposed Committee 
on Estimates, p. 129; need of at least three such committees, p. 130; im- 
portance of reform in view of the contest with the House of Lords, p. 130. 


T the House of Commons, the other day, Mr. Worthington 
Evans “asked leave” to introduce a bill to extend the 
provisions of the Old-age Pensions Act. Whereupon the 
Speaker remarked that he understood the Honorable member 
to propose to place a charge upon the public funds, which it was 
not competent for him to do, as there is a “standing order” 
of the House that the Crown, through a minister, must recom- 
mend all such charges. The Honorable member was somewhat 
taken aback, for he was a new member, who found an entrance 
last January only, and who seemed to be quite oblivious of the 
history of Parliament which had led to the adoption of some of 
these rules to which the Speaker referred him. 

This introduction may suffice to tell the reader how this sub- 
ject of the control of public expenditure will be treated here 
by means of the practice of the British Parliament: and I may 
be allowed at the outset to add that as the subject is involved 
in some amount of detail no attempt will be made to place the 
subject in a historical setting, but rather to remind the reader 
of what obtains to-day in the House of Commons when matters 
of expenditure are to the fore. 

A look around to other countries, whether in Europe or 
America, would seem to convey the idea that this subject of con- 
trolling public expenditure, of the need of economy in public 
disbursements, is widely felt. Modern life has so many demands, 
and there are abroad so many suggestions in the direction of 
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state interference, and state supply of wants, that expenditure 
is not remotely connected with either the implicit or explicit 
notion of the true sphere of state action. From that point of 
view the British practice must still be regarded as purely empiric. 
That eager souls and philosophic circles are discussing theories 
of government or ordering millenia by return of post in Eng- 
land is quite true: but no responsible party of men acts in 
public affairs except from a frankly empiric standpoint. The 
Briton is fond of dealing with all matters “on its merits”: that 
avoids the trouble of a decision on a general proposition. As 
regards public expenditure it is evident, nevertheless, from evi- 
dence within and without the House of Commons, that a strong 
feeling is abroad that our expenditure is abnormally high, though 
perhaps without crippling the people, for that depends so much 
on the nature and objects of that expenditure. The need of 
a good strong control is acknowledged widely: and for my 
purpose it will suffice to point to the fact that expenditure has 
grown very fast of recent years, both in the national and the 
local charges. The national expenditure so recently as 1894-5 
was first £101 millions; in 1909-10 it is £170 millions. The 
local expenditure of the United Kingdom of Great Britain and 
Ireland, for local purposes, is about £165 millions; and, need 
I remind the reader, both the national and the local authorities 
are responsible for heavy debts, which are, indeed, covered by 
the appropriations for expenditure to which references have 
just been made. The expenditure is, therefore, about £3-15.0 
per head of the population: or, say, about 86 to 88 dollars 
per family on an average for both national and local purposes. 
Can there be any further question of the need of a good control? 
If there were, it would be found in the widespread conviction and 
knowledge that public expenditure is not frugal, though in Eng- 
land it is undoubtedly managed more carefully than was wont to 
be the case. 

The methods of control adopted by the British Parliament 
are of several kinds. When I speak here of the British Parlia- 
ment I am reminded at once that formal control is assumed by 
the House of Commons alone. This comes to light quite clearly 
in the elaborate arrangements for legislation and administration 
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of public funds made by the House of Commons, whereas 
the House of Lords has no standing orders dealing with money 
matters. In dealing with public expenditures the House of 
Commons uses statute law, and periodic votes, from year to year, 
or as the case may be. Some of the public charges are placed 
on the “Consolidated Fund,” 7. ¢., do not require to be voted 
each season, but a larger portion by far is “on the votes.” The 
arrangements for the discharge of this, the principal character- 
istic feature of the duties and privileges of the House of Com- 
mons deserve, however, to be set forth with circumstance, 
fullness, and care. Here, if anywhere, is the majesty of the 
people’s freedom, here where their representatives, and they 
alone, set themselves deliberately to defray the expenses of the 
nation’s commonwealth. I speak, of course, of the national 
charges; for, in theory, and in practice largely, the charges for 
local government are defrayed by local bodies, with the aid of 
grants from the central government, but yet chiefly by means of 
“rates” which each authority may levy in its own area. 

The statutory part of the control of public expenditure in the 
United Kingdom is, perhaps, the most permanent, if also the least 
perceptible, of the services rendered by Mr. Gladstone when he 
was at the Exchequer, reforming the tariff, and providing for 
a due discharge of the people’s trust in monetary matters. I 
refer to the Act of 1866, known as the Exchequer and Audit 
Departments Act (familiarly, the Audit Act), which provides 
a functionary who is called the Comptroller and Auditor-General, 
who also, by statute, has an assistant (besides his staff), and 
whose office is on the Victoria Embankment in London. For 
my purpose it is important to observe that this functionary is 
a comptroller as well as an auditor, and that both duties are 
an essential part of the method of control of expenditure 
adopted by the House of Commons. The Comptroller-General 
will not allow any money to issue from the Treasury, in White- 
hall, without due authority. He receives a daily report also of 
the receipt of revenue, he requires a quarterly statement of 
receipts and of expenditure. He audits the expenditure after- 
wards by means of his staff, and satisfies himself that money has 
been appropriated properly. A case occurred, as recently as 
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1900, in which the Comptroller-General declined to issue his fiat 
for the payment of interest on the war-loan, because the loan 
had been raised on a mere resolution of the House of Commons, 
but the bill making that statutory had not become law. It was 
decided that he was right, though by a temporary accommoda- 
tion the interest then due was paid. The Consolidated Fund was 
established by Pitt in 1787, and denotes the total revenue 
received by the State from various sources. Before that date 
the various taxes were appropriated to special heads of expendi- 
ture. The Consolidated Fund is now under the charge of the 
Comptroller-General, whose duty it is to allow nothing to issue 
from it save on strict authority. So, it is submitted, a due care for 
the fund has been secured, and economy is served. For the pur- 
pose of this paper it should be repeated also that the Comptroller 
finds some public expenditure payable by permanent statute out of 
the Consolidated Fund, such as the Crown’s Civil list, the salaries 
of the judges, and the interest and other charges for the national 
debt. The rest of the expenditure, as has been said, by far the 
larger part, has to be provided by votes of Parliament, 7. e., the 
House of Commons, every year. In any case the Comptroller 
issues his fiat authorising the Bank of England or the Bank 
of Ireland to pay the demands made by the Treasury out of the 
Consolidated Fund moneys in their charge. 

This action of the Comptroller and Auditor-General under 
the Exchequer and Audit Act is supplemented by the character- 
istic annual proceedings of the House of Commons in granting 
“supply” and in providing the “ways and means” to meet 
the supply demanded or required for the various public services. 
The “course of the exchequer,” as they used to say down to 
only pre-Victorian days, is regulated by the Audit Act 1866, 
and the Public Accounts and Charges Act 1891, which Mr. 
Goschen passed, a measure quite subordinate to the Audit 
Act, which will long preserve the fame and efficiency of Mr. 
Gladstone in halcyon days. The House of Commons not only 
finds the “ways and means,” the revenue to meet the charges 
on the Consolidated Fund and other public charges, but it under- 
takes to vote the Supply of money to be appropriated (under 
the Superintendence of the Comptroller-General), to the objects 
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placed before the House. This it does by means of the estimates 
placed before the House every year. 

Approaching the “estimates’’ we come upon the standing 
orders of the House of Commons, those fiery trials of the inex- 
perienced member, which are financially and otherwise of much 
significance. I have already shown a new member falling into 
the temptation to show his benevolence at the national expense 
only to find that S. O. 66 forbids the House to entertain a 
proposal for a money charge except when recommended by the 
Crown. The House must be in committee, too, when voting 
money; and furthermore, the House must have notice of at 
least a day before a proposal is made to incur a charge to be 
defrayed out of the Consolidated Fund. It will occur readily 
to those who have followed British history how old-time con- 
ditions have fashioned these rules of procedure; but undoubtedly 
they to-day serve to aid a deliberation in voting the public 
treasure which is not without value. 

Again, before approaching the Estimates, it is to be observed 
how by S. O. 14, the House has provided for a leading, promi- 
nent place in its proceedings for “supply,” or the voting of the 
money required. 


“This house will, in future, appoint Committees of 
Supply and Ways and Means at the commencement of 
every session, so soon as an address has been agreed 
to, in answer to His Majesty’s speech.” 


The characteristic function of the House of Commons is thus 
to supply the means to defray His Majesty’s expenditures. 

We come then to the estimates for the voted services, so 
called in contra-distinction to the services placed upon the Con- 
solidated Fund. It is not understood as well as it ought to be 
in England how these estimates of Expenditure for the various 
voted services are required by law to be prepared and presented 
in the following order and time, every year: | 
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Dates after the termination of every financial year to which 
Appropriation Acts relate on or before which day are 


Grants or services to which to be made up and submitted. 


appropriation accounts 


relate To the Comptroller-| To the Treasury | To the House of 
General by the by Comptroller- Commons by 
Departments General Treasury 
Army Dec. 31 Jan. 31 Feb. 15 


vy 
Miscellaneous Civil Ser- 
vices 
Revenue Departments, etc. Nov. 30 Jan. 15 Jan. 31 
Post office and Packets 
All other voted supply | 


These dates by which the Estimates of Expenditure reach the 
House of Commons are seen to be closely connected with Stand- 
ing Order 14, which was given above. In practice the Estimates 
from the Army, Navy, and Civil Service, these last comprising 
a large variety of the bureaucratic organization, are placed “on 
the table’’ of the House of Commons soon after the address in 
reply to the Sovereign’s speech has been voted, at the opening 
of each annual session. The House is then seized with the 
demands to be made upon it for “supply.” It happens, fre- 
quently, however, that before entering upon an examination of 
the estimates for the coming year, the House has to give atten- 
tion to “supplementary” estimates for the year about to close. 
Amid many such demands, the House adheres to the plan of 
requiring estimates to cover expenditure for the whole year. 
When the House, in committee, enters upon the considera- 
tion of the estimates, it does so under two disadvantages. The 
minister in charge of a department, or the Secretary to the 
Treasury, will propose a vote of a certain sum, but it is done to a 
House consisting of 670 members. The old form devised against 
ancient abuse of authority,—the committee of the whole house 
is not very efficient as a controller of the policy, or the detail, 
of the expenditure. Further still, in 1902, Mr. Balfour, who 
is not fond of the detail of government, induced the House in 
those warlike days to set up S. O. 15 which allots 20 days (or 
23, if specifically voted) for the examination of the estimates 
of supply, and those days before the 5th of August each year. 
At ten of the clock on the last day but one of the allotted days 
the discussion stops, and the question is put with regard to the 
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yotes in hand; and on the last allotted day at 10 P. M. the rest 
of the votes are put to the vote, and passed usually. That is 
obviously a most extraordinary order; but once placed on the 
list it remains there for an indefinite time, for the House of 
Commons is choked with business, and every leader of the House 
is most reluctant to turn aside to examine how the wheels of 
his machine are working. Some £135 millions are now required 
by votes from the House of Commons; and without question, 
the supervision of so vast a sum, so far reaching in its influence, 
is a task requiring devotion and time. The result has been of 
a character to astonish all who regard Britons as a people with 
a commercial genius and business-like habits. When the Chair- 
man of Committees at 10 o'clock cries “Order! Order!” and 
proceeds to put the votes, not only is discussion stopped, but the 
proceedings become farcical, and behind the scenes, no doubt, 
there is tragedy. As large a sum as £53 millions have been 
known to be voted thus without discussion by the House, and 
of necessity without examination by any member, except of a 
most cursory character. The fact thus recorded is the heaviest 
condemnation which could be passed upon a House, which con- 
sents to overlook such an unhappy result. Some of the esti- 
mates, it may be, are framed with an eye to the chance of 
escaping parliamentary discussion. At any rate, in continuing to 
maintain S. O. 15, Mr. Balfour’s maiden effort at “supply,” 
the House of Commons abdicates most of its characteristic 
duty. 

As one examines these arrangements and calculates their effect, 
a large and important element of policy is discovered. Though, 
as I have said, some portion of the public expenditure is gov- 
erned by statute law, and requires no sanction annually from the 
House of Commons, the fact that so large a portion is left depen- 
dent upon votes of the House affords an opportunity to check the 
whole, places the control in the care of the House effectually. For 
the time during which the House sits every year—and business 
tends to force the sessions to be longer and to cover the larger part 
of the year—the money at the disposal of the Treasury is but small 
comparatively, and a practice obtains of voting a sum on account, 
but in accord with estimates for the several departments placed 
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before the House. These sums on account are usually placed 
afterwards in temporary consolidated fund bills, two of which 
are passed during the session, as a rule, to legalize the grants 
resolved upon already. That procedure toward the end of the 
session is repeated with regard to the remaining “‘votes,’’ when all 
the estimates have been voted. The appropriation bill, as it is 
called, is then passed, which enables the Treasury to pay out cer- 
tain specified sums for specified objects, and to borrow on account 
of the revenue to the total amount specified, while the revenue 
is being collected. The appropriation act is the House’s final 
act in providing “supply” to meet the sovereign’s demands. It 
is regarded still as the sovereign’s demands, though since the 
reign of William 1V (1830), and even before that, in part, the 
sovereign’s Own expenses have been kept quite apart from the 
maintenance of the public services in an efficient state. 

Though I have spoken of the “final act” of the House of Com- 
mons in controlling “Supply,” I must add a reference to the 
public accounts committee of eleven members which is set up 
every year “for the examination of the accounts showing the 
appropriation of the sums granted by Parliament to meet the 
public expenditure.” This committee is a body which renders 
much useful service, for it is endowed with power to summon 
the comptroller-general, and other officers, to give an explana- 
tion of the matters which appear in the comptroller’s reports 
on the accounts, as well as upon points which may arise in other 
ways outside that officer's audit. The criticism to be passed 
upon such a useful body is just this: that it is only a committee 
on accounts, it finds things out, but when it is too late: and 
finds irregularities which it is somewhat difficult to refer to a 
responsible person. 

How does this method work in practice? As has been seen 
already, the arrangements have been found to place in the House 
of Commons a power of great importance—the power of the 
purse. That power has lain in those hands undisputed upon the 
whole, save when political crises arise over some legislation, and 
the undefined powers of the two Houses are appealed to, usually 
in the name of the House of Lords. The acknowledged suprem- 
acy of the Commons in money matters has been effective on 
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the whole: history confirms the potency of the arrangement by 
which the taxpayer’s burden is managed by his elected repre- 
sentatives. One aspect of this power has been displayed recently 
in the attempt which Mr. Asquith’s government is making to 
limit the veto of the Lords upon legislation generally, and to 
establish the unquestioned supremacy of the Commons in finan- 
cial matters. In the attempts of parties in the House of Com- 
mons to manceuvre the Government into the hands of the Lords 
and their Tory friends in the Commons, the weapon of control 
of supply was found to be very effective. To vote supply, as 
explained above, for a short period only was effective once again, 
because no party in the House, likely to be called to administer, 
would take the responsibility of paralyzing the daily work of 
the departments. Whether in normal or abnormal times, in the 
piping days of peace, or amid the alarms of stormy revolution; 
it will be found probably that a tight hand on the purse will 
afford the holder much power. In ordinary times it may be said 
without hesitation that this general power is such as to keep the 
administration well in hand. 

That, however, does not mean that in such ordinary times the 
control of the House of Commons over finances, especially over 
expenditure, is as great as it should, and as it might be. Those 
who know the amount of business which the House of Com- 
mons is supposed to transact will not be surprised at that asser- 
tion. The methods are wise in intention, but the practice is 
modified and conditioned by a state of things so far beyond all 
that the framers had dreamed of. While the care of the finances 
concerns the United Kingdom chiefly, the House of Commons 
has to legislate for India and other dominions beyond the seas, 
possessions subject to the British Crown in many widely scattered 
parts of the globe. The details of finance and expenditure, which 
are so trying to some people, find a secondary place in the minds 
of those who are attracted by the fascinating problems presented 
by the framing of commonwealths in Australia or in South 
Africa. Control of expenditure is squeezed into the least por- 
tion of time possible; and governments of all shades of policy 
are bent principally on “getting the votes.” This has led to 
the passing by Mr. Balfour in 1902 of that amazing S. O. 15, 
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which allots twenty days only each session to the estimates, and 
its almost scandalous consequences, the want of any real super- 
intendence of much expenditure which is sanctioned. To many 
British people the importance of a steady devotion to taxation 
and expenditure on the part of the House of Commons will have 
been brought home only by the stress of the present constitutional 
struggle: the Balfour S. O. and such practices have tended to 
obscure the importance of this, and perhaps that obscuration was 
not unintended in some quarters. It will be evident, therefore, 
that this question of a due control of expenditure is vitally 
related to a large question of organization, such as Home Rule, 
and to the powers of the various interests represented in the 
national constitution. If the House of Commons is to find time 
to give attention to the heads of expenditure only, such attention 
as will check the policy they enshrine, and will ensure a good and 
wise use of the people’s treasure, there appears a pressing need 
of a large scheme for the devolution of much that it now 
attempts to do to other subordinate tribunals. 

When describing the methods now adopted to superintend 
expenditure in the British House of Commons I did not stop 
to show how the principles adopted were not pushed into opera- 
tion, or at best only a little way. The House, for instance, 
insists, as a whole, that it shall vote the money for the various 
services, naval, military, and civil; but it was shown that this 
was done in the dark, for no opportunity is allowed, in practice, 
to become acquainted with the merits of the estimates submitted 
to the House. This was felt as one of the chief reasons which 
led Mr. Balfour in 1902-3 to appoint a committee to inquire 
into our national expenditure in the United Kingdom. It was 
quite inevitable that such a committee should be found point- 
ing to the defective treatment of the estimates by the House of 
Commons. That select committee of 1902-3 referred to this 
matter, as follows: 

“But we consider that the examination of estimates by the 
House of Commons leaves much to be desired from the point 
of view of financial scrutiny. The colour of the discussions is 
unavoidably partisan. Few questions are discussed with ade- 
quate knowledge or settled on their financial merits: 670 mem- 
bers of Parliament, influenced by party ties, occupied with other 
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work and interests, frequently absent from the Chamber during 
the twenty or twenty-three supply days, are hardly the instrument 
to achieve a close and exhaustive examination of the immense 
and complex estimates now annually presented. They cannot 
effectively challenge the smallest sum, without supporting a 
motion hostile to the government of the day, and divisions are 
nearly always decided by a majority of members who have not 
listened to the discussion. Your Committee agree in thinking 
that the estimates are used in practice—perhaps necessarily by the 
Committee of Supply—mainly to provide a series of useful and 
convenient opportunities for the debating of policy and adminis- 
tration, rather than the criticism and review of financial method 
and of details of expenditure. We are impressed with the 
advantages, for the purposes of detailed financial scrutiny, which 
are enjoyed by select Committees, whose proceedings are usually 
devoid of party feeling, who may obtain accurate knowledge 
collected for them by trained officials, which may, if so desired, 
be checked or extended by the examination of witnesses, or the 
production of documents; and we feel that it is in this direction 
that the financial control of the House of Commons is most 
capable of being strengthened.” 


The select committee, accordingly, recommended that estimates 
should be referred every year to a committee for examination. 
That recommendation, made so by a well-manned committee, 
has not been acted upon yet. The idea has been urged upon 
the responsible government many times, and for a long time 
before the select committee of 1902-3 endorsed it. The prin- 
ciple endorsed by that committee is approved by most of those 
who have studied British methods of controlling public finances ; 
but I venture to add that in detail the recommendation was insuf- 
ficient. One committee on estimates was recommended: but one 
such committee is, palpably, unable to cope with the task to be 
undertaken. It has been shown above how the estimates for 
expenditure are tabled as soon as the Address to the Throne is 
voted at the opening of the session. Time, also, has been shown 
to be an enemy of the House of Commons, and of the public 
purse, according to present arrangements. The administration 
is kept short of money by deliberate policy, especially at the open- 
ing of a session, so that an early vote of money is of much 
consequence. The examination of the estimates by a committee, 
by one committee only, would be too deliberate and slow, if it 
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is to be more effective than the whole House in committee. In 
short, it appears to me that at least three committees on esti- 
mates should be appointed at the opening of each session, to 
which the estimates newly produced, and any others, should be 
referred for examination and report. These committees should be 
for the army, the navy, and the civil service estimates, respec- 
tively: and they might be directed to report within so many 
days. Their report and recommendations would, probably, 
become more weighty every year as the utility of such a refer- 
ence would be recognized by the House, which would still retain 
for its own the duty of voting the sums demanded. The sums 
to be demanded would, most probably, be estimated with greater 
care in some cases, for the knowledge that they would be 
scrutinized by a panel of eleven or fifteen members would be 
felt by ail to be a healthy ordeal. Nor does it appear to me 
that there is anything substantial in the objection raised some- 
times to such a devolution to committees, viz., that ministerial 
responsibility would be destroyed, or at least decreased. Each 
minister would continue to be responsible for the demands of 
his department: but the House of Commons, called upon to 
supply millions of pounds, would vote that “supply” with a 
knowledge, and a readiness perhaps, unknown in these days, 
because it could do so with the report of a Committee on the 
figures before them. In any case, it is manifest that the voting 
of many millions of pounds without examination, which is done 
now every year, ought not to continue, and to continue in the 
practice of that assembly which is fond, and is justified after 
all, in taking on itself the august appellation of the “Mother of 
Parliaments.’’ The fine old mother should, without loss of time, 
require a good report on all estimates of expenditure before she 
permits the substance hardly won by her sons to be expended. 
It should be a case of “look, before you leap.” <A better control 
of estimates would do much to vindicate the true place of the 
Commons as representatives of the people. 

The present crisis in England brings this question of con- 
trolling expenditure to the forefront. The Lords have proposed; 
the Commons should see that they will dispose. The Lloyd 
George Budget of 1909 is, as I write, passing the second time 
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through the House of Commons, though the refusal of a 
budget by the Lords, an unrepresentative chamber, was the 
culmination of a contest for power and influence. That rejection 
was a symbol of opposition to popular government. Under the 
forms of parliamentary government there was danger lest the 
rights immemorial of the people should be denied, and snatched 
away. For years it has been apparent that influences were at 
work deliberately to annul the practical consequences of the 
extensions of the franchise during the nineteenth century. The 
British nation at times is disposed “to rest and be thankful,”’ 
as though common liberties grew and flourished without cultiva- 
tion and attention. Until the movement to stifle popular govern- 
ment by means of popular institutions ventured to use the Lords 
to reject a budget voted by the Commons, it was difficult to 
fix the country’s attention on the drift of affairs. There is 
reason for saying that there is an awakening, which may yet be 
found rough and rude by some. It is recognized that taxation 
and all the finance of government is intimately entwined with 
the maintenance of popular institutions and the people’s welfare. 
That being so, the manner in which the House of Commons, the 
representative of the people, discharges its duty of regulating 
the expenditure of the country, becomes interesting in a degree 
which cannot be exaggerated. Then, too, it is plain that if the 
House of Commons, by means of the purse chiefly, is still more 
to be acknowledged as the chief power in the State, does it not 
become that august assembly to see that the method in which this 
characteristic duty is discharged shall be the best, the strongest, 
the most effective which can be devised? 

The people of the United States of North America, devoted 
to self-government with a passion which time does not make 
stale, will watch with great interest the effort of another country 
in renewing its strength, and in making government an instru- 
ment of popular aspiration, the executor of a free people’s 
will. 

W. M. J. WILLIAMs. 

National Liberal Club, London. 
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CAPITALIZATION AND MARKET VALUE. 
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The Arithmetical Doctrine of Capitalization stated, p. 132; difficulties in 
applying it, p. 133; the adjustment of market price is the same for produc- 
tion as for consumption goods, p. 136; demand not homogeneous, p. 137; 
capitalizing rates of interest not homogeneous, p. 139; the prevailing doc- 
trine implies a social organism which is inconsistent with individual differ- 
ences, p. I4I. 


S an arithmetical formulation it may be safely said that 

the present worth of any future income is that number 

of dollars which put at interest at the assumed rate will give 

the same amount. To find, therefore, the present worth of a 

sum of money definite in amount, free from hazard of non- 

payment, and due at a fixed time, is not difficult, provided only 
that a rate of interest is assumed for the case. 

But have we not to do here solely with arithmetical processes 
rather than with economic doctrines—precisely as when we 
assume a certain rate of multiplication for sheep or mice, and 
set ourselves to compute the present stock adequate to promise 
a certain future total in a given time, we may regard ourselves 
as steadfast on the high table-lands of mathematical truth 
untempted to the lower levels of zodlogical or biological science? 

But as our formulations become more and more questionable, 
they are presumably on the way toward a more distinctly scien- 
tific character and standing. Thus we learn from economic 
theory that the value of any instrument of production is derived 
from its prospective incomes, through the discount of these 
to a present worth under a given rate of interest; but we are 
at the same time assured that these earning powers themselves 
determine their own rate of discount. And we are further told, 
on like authority, that the values of productive instruments are 
determined by their costs of production instead of by the capital- 
ization process. 
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But if we are content to regard this capitalization doctrine 
as acceptable and to follow it in perfect trust, how far is it 
likely to lead us? Whether the productive powers of land have 
themselves any part in fixing the interest rate upon which the 
capitalized value depends, we may never be indubitably told; 
but we are assured that knowing the rent of the land, we arrive 
at the value by discounting the series of rents into one total 
of present worth under a market rate of interest somewhere 
and somehow fixed. 

The determination of the total present worth of any kind of 
annuity, temporary or permanent, is typically of this sort both 
in principle and in process; and all durable sources of income 
are, eo nomine, annuity bearers for the term of their service; 
all, therefore, receive their market value through the discount 
process. And all durable consumption goods are likewise, for 
the purposes of this problem, income-rendering, since they afford 
a succession of valued services. As with other incomes, so 
with these. Future revenues suffer, as rendered over into a 
present estimation, by the very fact of this remoteness. Thus 
the discount rate presents itself as fundamental to the determi- 
nation of the value of every item of durable wealth. Similarly 
for wages. Wages are a derivative or a distributive share out 
of a value product; they must then suffer a discount in the 
degree that the wage precedes in time the marketing of the 
product. The capitalization doctrine means, therefore, that the 
interest rate takes some part, more or less controlling, in the 
determination of practically all market values. 

All this seems to say that for all goods, whether of the pro- 
duction or of the consumption sort, the rate of interest is funda- 
mental to the process of valuation, if the services are in any 
degree remote in time. Precisely how wide an area the psycho- 
logical present covers—how remote, that is, an item of service 
or income must be in order that it suffer in present value by 
reason of this fact of remoteness—may be difficult of definite 
formulation; but this in nowise disturbs the proposition that 
remoteness in time is everywhere an influence to lower present 
value. 
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Nor is this the full reach and meaning of the capitalization 
doctrine as we seem to meet it: if certain issues of stock appear 
to promise an increase in dividends, this larger promise is forth- 
with reflected in present market quotations. Likewise, if tax- 
ation cuts into net earnings or net rentals or net interest, there 
follows a proportionate fall in the market price of stocks or 
lands or bonds. And so, in general, if the market rate of 
interest falls, the prices of all durable sources of money income 
or of valuable utility forthwith advance to correspond. Thus 
the market rate of interest stands as the master key for the 
unlocking of most problems of market valuation. 


Surely this a simplifying of things even up to the point of 
bewilderment. Can all these things be indeed after these ways? 
For notice again that, after all, this capitalization doctrine rests 
on the assumption of a fixed and definite annual rental and of 
a fixed and definite market rate of interest. And yet it is 
hardly credible that before there was an established medium of 
exchange, or an organized credit system, or any considerable 
credit of any kind, or any market rate of interest, there were 
no exchange relations upon instruments of production and upon 
durable consumption goods. Nor can it be true that these rentals, 
in the sense of established market values, upon the temporary 
use of instruments and of goods, must have established 
themselves before any market value became possible for the 
goods themselves. Were each man owner and user of his own 
houses and of his own land and of his own cattle, would market 
values now be impossible of establishment ? 

But there are further difficulties: Those rents awaiting 
capitalization are themselves distributive shares out of the joint 
product of the various factors of production. The product, in 
turn, may itself be a long-time instrumental good or a long-time 
consumption good; as such it assumes an existing rate of inter- 
est in order that it may take on a present market value. But 
otherwise than with a present market value there is nothing to 
distribute. Moreover, we now recall that those rents, so derived 
from the value product, themselves determine the rate of interest 
by virtue of which a value product comes to exist. We seem 
then to be driven to the conclusion that an interest rate exists 
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independently of the productive process, and independ- 
ently of the rents derivative from it: Otherwise how 
could the product receive a valuation? And without a valuation 
what was there to distribute? It thus appears that this attempt 
to deduce interest rates from rents hides its own undoing; the 
productivity theory of interest ushers itself out of the door. 
Political economy appears to need an interest rate ready made 
to its hand: all our analyses begin and end in this interest 
assumption: on any other terms our case will not get on. 

But if fear should arise that upon this showing the interest 
rate may be in danger of breakdown from overwork, this anxiety 
may be promptly dismissed. On this showing there can never 
be any interest rate at all. For there are other difficulties. 
Since there can be no value product without a preéxisting inter- 
est rate, it forthwith becomes impossible to have an original value 
contribution upon which to compute a value surplus. And 
precisely as there can be no value product without a preéxist- 
ing interest rate, so there can be no preéxisting rate without a 
preexisting value product. The entire adventure goes into 
bankruptcy—shutters down, lights out, doors locked. 


But one at least of our difficulties may be easily set aside. 
There is in fact no fundamental contradiction in explaining the 
value of a production good either from its past, its cost, or from 
its future, its earnings. In any view of the case, cost can bear 
upon value only as it bears upon the supply side of the value 
equation. Lower costs imply an increase in the supply of the 
production good, forthwith an increase in the consumable pro- 
ducts, thereupon a fall in their price, and therefrom a lower 
rent to the production good. Thus an increase in the supply 
of the production good lowers the rent of it. It has now 
become logically open to appeal to the capitalization of this rent 
to arrive at the market value of the productive instrument. 
There is here no denial of the determination of value by cost; 
cost still stands as ultimately the determinant of value—the 
demand being assumed—since by regulating supply the cost 
determines the rent. Obviously, however, the fundamental dif- 
ficulty in the capitalization problem is not here; it lies rather in 
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the problem whether for arriving at a market value there need 
be either a market rent or a market rate of interest. 


But surely there is some soul of truth at the heart of this 
capitalization doctrine. If grapes could really be gathered of 
thorns or figs of thistles, thorns and thistles would then be some- 
thing other than thorns and thistles. Not earning dividends, 
stocks likewise would lose their value. It is the putative future 
wool from the sheep or the forecasted hay from the meadow 
that gives to the present possession significance, motivates the 
price-sacrificing disposition of purchasers, and thus lies back of 
the present market value. And—at least in some large general 
way—it is true that, as the wool turns out to be nore or better 
as a value item, or the crop more generous, the market value is 
greater for the product-bearer. And somehow, also—whether 
as ultimate cause or not—market values do rise, even though the 
annual return is unchanged, if only interest rates are falling. 
Nor need it greatly matter for the present purpose that no par- 
ticular one of all the various rates of interest—the bank rate, 
the call rate, the government rate, the savings bank rate, the 
average rate—seems to have any especial claim to be regarded 
as peculiarly and exclusively the capitalizing rate. 


But it is after all clear that the process of market adjustment 
of price is one and the same process for all goods appearing 
upon the market. It is not true that the method is one method 
for the farm or the traction engine or the draft horse, and 
another, and a fundamentally different method, for a bushel of 
wheat or a pound of candy. In the case of a stock of con- 
sumption goods of substantially similar quality, the legendary 
hats for example, the conventional analysis has become weari- 
somely familiar. We all know that in cases of this sort some 
men will offer more and others less, and that with each different 
man the price-paying disposition falls with each change in his 
achieved or contemplated purchases. As the summation of all 
these individual price-demand curves, we have an aggregate 
demand schedule—the curve of market demand. The price at 
which the whole demand is adjusted as against the whole supply 
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coincides with the price-paying disposition of few of the pur- 
chasers, and need not precisely coincide with any. There are 
buyers’ surpluses, great or smaller, even sometimes for the 
weakest purchaser. 

This is all as simple as it is tedious. But because there is only 
one process for both consumption goods and production goods, 
there are some things implied in this analysis that demand clear 
and definite acceptance. There is here no vaguest hint that any 
social organism is mysteriously and spookily present; the fact 
is simply that they are just different men trying competitively to 
buy things from other men who are trying competitively to sell 
things. And while no doubt is suggested that each buyer is try- 
ing to get something useful to himself, there is no slightest 
intimation of any large general social utility in the background. 
In point of fact, no one man’s utility is homogeneous with that 
of any other man—even with two men disposed to pay the same 
price for the final unit. There is neither homogeneity nor 
equality of utility implied; one man may be a rich man, the 
other poor—or both may be equally poor but unequally hungry. 
And even could equal paying dispositions infer either equality or 
homogeneity of service, the paying dispositions upon the market 
are in fact not equal; it is precisely for the purpose of express- 
ing and asserting this fact of inequality that we construct our 
demand schedules or curves. A marginal price offer—if accu- 
rately marginal—expresses merely the equality of service 
between the thing in prospect and some other thing to be had 
for the same money. Marginality, that is to say, is an attitude 
of indifference between two competing applications of purchas- 
ing power—an equality ratio between utilities, without sugges- 
tion as to the size of either, and with still less suggestion of 
homogeneity with the utilities of anyone else. 


And here is the important application for our present prob- 
lem: Precisely as there is no homogeneity of service suggested 
in the demand curve for wheat or for hats, and as even an equal- 
ity of price-paying disposition is expressly denied, just so there 
is neither homogeneity of significance nor equality of earning 
power implied in the demands of various farmers for plows. 
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The one thing common to all these different offers is that they 
are offers of money; and all of these offers of money differ 
in the size of the offer. The market outcome that results attrib- 
utes, therefore, no specific productive power to plows, but is 
merely the attaching to them of a market value—a market value 
based no doubt upon the fact that plows are capable of being 
used by these different men as an aid to each one in his process 
of production—but as an aid in differing degrees. It is pre- 
cisely because the entrepreneurs are different that there must 
be as many different productivenesses of plows as there are dif- 
ferent men. There is no one real and ultimate and specific 
productiveness. The very differences in price-paying disposition 
which the demand schedule presents should alone suffice to prove 
this. Market price is not a statement of what the productive- 
ness specifically is, but expresses only the market value of the 
productivity. It follows, therefore, that there is no one income- 
earning power for any one productive instrument or grade or 
kind of instrument, which definite income-earning power may 
thereupon be capitalized into a market value. Such ascription 
of productivity as takes place is a purely personal appraisal, and 
this appraisal is a process preceding the price offer of each 
individual bidder and leading up to it. The market price which 
results is, therefore, merely the outcome of a process of adjust- 
ment between the total supply of goods on the one side and all 
the different price offers on the other side. Each and all of 
these various price offers are influences in the case. The market 
price is merely the equilibrium point, and is not a pronouncement 
in the favor of the correctness of any one out of all these various 
appraisals. Nor is it, in any sense, the declaration of any social 
or general or specific productivity for plows in general or for 
any item of the genus plow. 


Even more conclusive is this analysis as it applies to cases of 
goods not present in stocks. That price which must be paid 
by the successful bidder for any particular farm is the price 
necessary to exclude the strongest competing bidder—if indeed 
there is a competitor. If there is none, the lower limit upon 
the price is found in the reservation price of the seller. Thus 


| 
q 
| 


1910] Capitalization and Market Value. 139 


the actual price is commonly appreciably lower than the possible 
upper limit. The margin for higgling, the interval for possible 
traders’ surpluses, is a passably wide one in the ordinary case. 
The maximum bid of the buyer is doubtless based upon the 
productivity relation of the farm to him. But there is nothing 
here to suggest the derivation of his bid from the process of 
capitalizing some market rental or market appraisal of this pro- 
ductivity. The only thing that the market specifically declares 
is the market price of the farm. There need be no market rate 
of rental nor is there any chain of causal sequence here in which 
any market rental can form a link. 

Nor even where the thing to be marketed is a fixed and 
definite annuity—a government bond, for example, or a ground 
rent—does a different line of reasoning apply. Different bidders 
place different personal estimates upon the degree of hazard, 
and vary in their degree of reluctance to assume the hazard, 
and vary as well in their financial ability to carry the hazard. 
Translated into a personal price appraisal, the different bids 
must vary as the bidders are various. And even where an invest- 
ment may be taken to be free from all necessity of supervision 
or care, and to be clear of all taint of uncertainty, it must remain 
true that different investors attach all grades of importance 
to this question of safety. Guardians and trustees bid par 
of 2 per cent. securities. Some investments carry with them 
variously estimated advantages—for example, the political lever- 
age and social prestige of land—and must, therefore, suffer in 
their rate of purely monetary returns. 


Enough has perhaps been said to the point that market rents 
do not get capitalized upon the market, but rather that personal 
rents get capitalized into a personal price offer. It remains to 
show the parallel truth that no one of all the market rates of © 
interest is the capitalizing rate. Nor is there any one market 
rate having direct reference to the case. Those interest rates 
that bear upon market price must be those rates which are behind 
the different price offers that together make up the demand 
schedule. These rates are not one but many; they are the 
purely personal rates of the different men whe are deciding 
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what present offers they shall respectively make. Thus the differ- 
ent rates are as many as are the different men. What any man’s 
funds are worth to him in other lines of activity must commonly 
determine the rate upon the basis of which he can afford to 
bid for any given item of investment. If, in view of his limited 
credit and of the needs of his business, it will cost him 10 per 
cent. to direct his resources toward the purchase of a traction 
engine, then 10 per cent. must be his discount rate. The rate 
for the sort of man he is, in view of his line of business and 
of his peculiar circumstances—that is, the rate at which he 
must borrow upon the market if he can and does borrow—will 
be one out of the many influences concurring to determine his 
personal interest rate. Under this purely personal rate he will 
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‘i discount into a personal price offer the particular future rental 
I or earning advantages which the good in question appears to 
: promise to him. He may well decide not to invest $1,000 in 


an improvement which would earn him a net annual advantage 
of $200, and it is not decisive, or even necessarily relevant, 
that money can be borrowed at 5 per cent. by other men. 
i Another man may see in this improvement only one-half as 
i great an annual service to him, and may nevertheless wisely 
F undertake the outlay; this will depend upon what his funds are 
worth to him. 

It is clear, then, that each individual man must have his own 
rental estimates and his own private rate of interest before he 


; has before him the data for arriving at his own offer price. 
‘i Market values are not accurately to be stated as derived from 
q future market rentals discounted into a present worth under a 


market rate of interest. 

Durable consumption goods offer, however, the more teiling 
illustrations of the correct principle. A piano may offer not 
only a far greater monthly service to the less wealthy man than 
to the more wealthy, but a service for which the less wealthy 
: man would consent to pay the greater monthly charge; but in 
q determining which will buy and which will go without the piano, 
or which would prevail in competitive bidding, the lower per- 
sonal discount rate of the rich man may well overbalance the 
higher rents to the poor man. The latter may, for exatnple, 
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severely need to repair or to enlarge his house. The same anal- 
ysis explains why the well-to-do choose to keep themselves warm 
in well-constructed buildings with expensive heating plants, while 
the poor accept a larger expenditure of coal to be consunied 
in defective heating appliances. 


Were it to the present purpose, the tenability of the notion 
of specific value productivity could well be subjected to further 
scrutiny. It would then appear that the outlay which 
any entrepreneur can afford to make, as the annual hire 
for any particular instrument good or as the total purchase 
price of the good, is not the money equivalent to him of the 
specific productivity of the instrument, but merely the money 
equivalent of the added income which his present productive 
equipment and this addition will together achieve, over and 
above what could be achieved without the addition. This addi- 
tional income is due in part to the independent productivity— 
if there be any—which the new fact bears in its own right, in 
part to its added productivity in its new setting, in part, also, 
to the added productivity which the old facts take on in their 
new association and relation. So far as the productivity is a 
matter of the interrelations of the different parts of the entre- 
preneur complex—the entrepreneur himself being a part thereof 
—and a matter of the organization of the complex, there is a 
productivity which defies any attempt at distribution. This, 
however, is not at all to deny that the entrepreneur knows how 
much he would if necessary pay as a maximum in order to com- 
mand the added item of equipment. 


The truth is that the prevailing capitalization doctrine as an 
explanation of the value of durable goods—like the old pain 
cost explanation of value and like the new marginal utility 
explanation—has no other logical basis than the assumption 
that there exists a social organism, and is intelligible only when 
interpreted as part and parcel of the social organism theory. 
Much indeed that is actually not tenable in economic analysis 
would be tenable if only this doctrine of the social organism 
could be made to hold. On these terms a social valuation could 
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take place; so the doctrine of specific productivity might pos- 
sibly command acceptance, and to the extent that we are able 
to peer into the mystery, we may well believe that there would 
be a social perspective between present and future goods, and 
a social comparison between present purchasing power and 
future purchasing power. And thereupon, by the aid of its 
social rate of discount, society might proceed to discount the 
future specific productivities into present market prices. 

And accomplishing thus much, the social organism doctrine 
would have a long series of achievements to its credit. But even 
so, the attendant perplexities might more than overbalance the 
account, for what should we do with the new worries prompt 
to hag-ride us? For admit it to be true that production is not 
individual but social, and market value social; it nevertheless 
stands firm that consumption, and the distribution upon which 
consumption depends, are individual. But these incomes of rent, 
interest, wages and profits, as individual and distributed shares 
to their recipients, are at the same time costs of production to 
the entrepreneur. As costs they may in some sort rank as 
determinants of that very value which we seem to have agreed 
to regard as purely social. And is the entrepreneur to be 
conceived as a social entrepreneur or as an individual entrepre- 
neur?—and is profit a social or an individual profit? Does it 
matter that part of this profit is unnecessary, is an excess above 
the social cost? Or are we somehow to cancel all these indi- 
vidual facts and emerge with social wages solely, and social 
rents, and social time discounts, and finally—as surplus over 
social cost—a social unnecessary profit ? 

At all events, as long as we have—and recognize—separate 
and individual needs, separate demands, and separate biddings, 
and separate acceptings, we shall be recurrently forced to tres- 
pass upon the unity of the social organism. For some purposes, 
at any rate, the constituent cells will have to be taken as sep- 
arate individuals. And if the purchasers’ bids are individual, 
so also must be the motives and the computations behind the 
bids. But consistently with all this, there can be no social mar- 
ginal utility by virtue of which market value can be explained 
or into which it can be resolved. The marginal bid expresses 
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merely an equality of utility between competing claims upon 
the bidders’ resources—without any slightest suggestion as to 
the absolute size of these utilities, or as to the utilities to any 


other person or persons. 
H. J. Davenport. 


University of Missouri. 


Note:—In the errors under condemnation the present writer acknowledges 
his full and fair share of responsibility—not indeed as sole or as chief sinner, 
but as one among a goodly company. The social organism cult has beguiled 
many an unsuspecting wayfarer from his path: the trail of this serpent is 
to be found in nearly all of our gardens. The present article is, indeed, 
mostly in the nature of a confession of error and a recantation. Nor is this 
penitential exercise purely a self-imposed discipline; for the most part it has 
been imposed upon the writer through the searching criticism of one of his 
students. It thus happens that another statement of the same line of argu- 
ment—by the real author of it—may be found in the March, roro, issue of the 
Journal of Political Economy—“The Capitalization Process,” by D. R. Scott. 
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Difficult situation of courts called upon to decide cases affecting trade- 
unions, p. 144; I, laws prohibiting discrimination against trade unionists, 
reasons for tendency of State courts to declare them invalid, p. 145; same 
tendency shown by the Supreme Court of the United States, p. 147; analy- 
sis of dissenting opinions by Justice Bartlett, p. 149; Justice McKenna, p. 150; 
and Justice Holmes, p. 151; 2, validity of contracts for the closed shop, 
analysis of decisions condemning and sustaining them, p. 152; 3, possible 
modifications in the prevailing view of the courts in the interest of real free- 
dom of contract, p. 155; in the case of public service corporations, p. 157; 
in the case of ‘‘ wholesale employment,”’ p. 157. 


NE of the most interesting as well as one of the most 
important developments of trade union policy during 
the past few years has been the increased attention paid to the 
non-union man. The policy itself is, of course, not a new one. 
The man outside of the organization has always been in a posi- 
tion to command the attention of the union man. Yet this atten- 
tion has been concentrated and heightened into anxiety by a 
very positive danger. This danger is that the “scab” may 
become a serious obstacle to the accomplishment of the purposes 
of the union. 

Rivalry with an employer cannot be well controlled so long 
as the employer has at hand a supply of men who can step 
in to take the places of strikers. Not only in time of strike 
but practically at all times is the possible supply of the strike 
breakers a menace to a militant union. The antagonism that 
naturally exists between employers and employees is the back- 
ground for the desire on the part of each to gain every possible 
advantage over the other, in the realization that an outbreak may 
come at any time. 

To place themselves and their followers at an advantage at 
every possible point, labor leaders have insisted upon a very 
definite policy against non-union men. They have used legis- 
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lation where it could be secured and organized strength where 
it was advantageous. 

These several plans have an interest beyond that of their suc- 
cess or failure, or even beyond their effect on the industries that 
are concerned. They have led to litigation and thus the courts 
have been obliged to deal with the situation. The result of this 
has been to place the courts in a difficult if not an embarrassing 
position. It has made necessary a decision on questions of 
industrial ethics applicable to industrial conditions so new that 
there has not yet been time for this new phase of ethics to 
evolve. It has been necessary for the judges, therefore, to 
express themselves with caution. It is with the attitude of the 
courts toward these policies that we are now particularly con- 
cerned. 


The effort to secure legislative aid found expression in several 
laws passed by both State and federal legislatures. These laws 
were alike in general principle. They made it a misdemeanor 
for an employer to discharge an employee because he was, or 
was about to become, a member of a labor union. In one 
instance a law was passed forbidding an employer to compel 
an employee to agree not to join a labor union as a condition 
of employment. Such laws were passed and came before the 
courts in several States, the opinions being important ones in 
Missouri, (State v. Julow, 1895, 31 S. W., 781); Illinois, 
(Gillespie v. People, 1900, 58 N. E., 1007) ; Wisconsin, (State 
v. Kreutzberg, 1902, 90 N. W., 1098); New York, (People 
v. Marcus, 1906, 77 N. E., 1073); United States, (Adair v. 
U. S., 1908, 208 U. S., 161). 

The line of argument in these several opinions is so similar 
that it will not be necessary to the understanding of them that 
extracts be quoted from all. All of the opinions except that 
of the New York court deal with the law to prevent the discharge 
of men solely because they belong to labor unions. 

In State v. Julow, the first of this series of decisions, the 
court found two objections. The first was constitutional, based 
on the guaranty of life, liberty and property. These terms 
“are representative terms, and cover every right to which a 
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member of the body politic is entitled under the law.” Neces- 
sary to these rights are “those of acquiring property by labor, 
by contract, and also of terminating that contract at pleasure, 
being liable, however, civilly for any unwarranted termination.” 
“The law under review declares that to be a crime which consists 
alone in the exercise of a constitutional right, to wit, that of 
terminating a contract,—one of the essential attributes of prop- 
erty, indeed, property itself, under preceding definitions.” The 
fact charged “is not a crime, and will not be a crime so long 
as constitutional guaranties and constitutional prohibitions are 
respected and enforced.”” ‘We deny the power of the legislature 
to do this, to brand as an offense that which the constitution 
designates and declares to be a right, and therefore an innocent 


act. 
The second objection lies in the fact that the law “does 


not relate to persons or things as a class.” It is therefore a 
special law, in that a non-unionist might be discharged “with- 
out ceremony, without let or hindrance,’ at the desire of the 
employer, while a unionist would be protected by the law. 

By far the most elaborate opinion was written by the Wiscon- 
sin court. In this opinion the same grounds of objection are 
urged,—the conflict between the law and the constitutional guar- 
anties. Implied in the guaranties of the constitution is freedom 
of contract. The labor contract is but a special form and sub- 
ject to all the privileges of other forms of contract. The opinion 
then takes up another line of objection in the following words: 


“Free will in making private contracts, and even in greater degree in 
refusing to make them, is one of the most important and sacred of the indi- 
vidual rights intended to be protected. That the present act curtails it 
directly, seriously, and prejudicially, cannot be doubted. The success in life 
of the employer depends on the efficiency, fidelity, and loyalty of his 
employees. Without enlarging upon or debating the relative advantages or 
disadvantages of the labor union, either to its members or to the community 
at large, it is axiomatic that an employer cannot have undivided fidelity, 
loyalty, and devotion to his interests from an employee who has given to an 
association right to control his conduct. He may by its decisions be required 
to limit the amount of his daily product. He may be restrained from teach- 
ing his art to others. He may be forbidden to work in association with other 
men whose service the employer desires. He may not be at liberty to work 
with such machines or upon such materials or products as the employer deems 
essential to his success. In all these respects he may be disabled from the 
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full degree of usefulness attributable to the same abilities in another who had 
not yielded up to an association any sight to restrain his freedom of will and 
exertion in his employer’s behalf according to the latter’s wishes. Such con- 
siderations an employer has a right to deem valid reasons for preferring not 
to jeopardize his success by employing members of organizations. A man 
who has by agreement or otherwise shackled any of his faculties—even his 
freedom of will—may well be considered less useful or less desirable by some 
employers than if free and untrammeled. Whether the workman can find in 
his membership in such organizations advantages and compensations to offset 
his lessened desirability in the industrial market is a question each must 
decide for himself. His right to freedom in so doing is of the same grade 
and sacredness as that of the employer to consent or refuse to employ him 
according to the decision he makes. We must not forget that our govern- 
ment is founded on the idea of equality of all individuals before the law. 
Such restraints as may be placed on one may be placed on another. If the 
liberty of the employer to contract or refuse to contract may be denied, so 
may that of the employee. In answering the question now before us, we may 
not forget the possibility of being called on to answer whether the legislature 
may make a criminal of the employee who quits, for example, because his 
employer joins a blacklisting association; because nonunion men or members 
of some other union are employed, or nonunion or forbidden machines or 
materials are used; because of an obnoxious foreman; because excessive 
hours of work are required; because compelled to trade at employer's store 
or board at his boarding house; or because of any other fact or conduct now 
considered entirely adequate reason for refusing or leaving a particular ser- 
vice. It must not be forgotten, if, as counsel for the state argues, the laborer 
is too weak to meet the employer on equal terms in the field of contract, that 
he will be far more subject to the latter’s control and oppression in the field 
of politics, and that laws of the above character will surely come, if within 
the proper province of the legislature, unless, as we have faith to believe, the 
character and the individuality of the wage earners of the country are suffi- 
cient to maintain their independence—both contractual and political—in the 
field of equal rights under the law, and of full liberty to each to sell and buy 
labor to and from whom he will.” 

“That the act in question invades the liberty of the employer in an extreme 
degree, and in a respect entitled to be held sacred, except for the most cogent 
and urgent countervailing considerations, we have pointed out. Hardly any 
of the personal civil rights is higher than that of free will in forming and 
continuing the relation of master and servant. If that may be denied by 
law, the result is legalized thralldom, not liberty—certainly not to the labor- 
ing men of the country. This aspect of the subject is too clear to warrant 
further discussion.” The law “has, then, taken from one his liberty and 
property, not for a public purpose, but for the benefit of other individuals, 
which is but robbery under the forms of law.” 


The attitude of the United States supreme court was much 
the same as that of the State courts. The case came up to the 
supreme court as a test case between two conflicting opinions 
by lower federal courts. 
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United States v. Adair (152 Fed. Rep., 737) had been decided 
in favor of the constitutionality of the statute by the district 
court for the Eastern District of Kentucky. United States v. 
Scott (148 Fed. Rep., 431), the year before, had been decided 
against the constitutionality of the law by the circuit court of the 
Western District of the same State. The decision of the latter 
case was without a comprehensive opinion. The supreme court 
accepted its principle, however, rather than that of U. S. v. 


Adair. 
The opinion is a long one, as it deals with a question that is 


“admittedly one of importance,” and one that “has been exam- 
ined with care and deliberation.” 


“It cannot be, we repeat, that an employer is under any legal obligation, 
against his will, to retain an employee in his personal service any more than 
an employee can be compelled, against his will, to remain in the personal 
service of another. Congress could not, consistently with the Fifth 
Amendment, make it a crime against the United States to discharge the 
employee because of his being a member of a labor organization.” 

“One who engages in the service of an interstate carrier will, it must be 
assumed, faithfully perform his duty, whether he be a member or not a mem- 
ber of a labor organization. His fitness for the position in which he labors 
and his diligence in the discharge of his duties cannot, in law or sound reason, 
depend in any degree upon his being or not being a member of a labor organi- 
zation. It cannot be assumed that his fitness is assured, or his diligence 
increased, by such membership, or that he is less fit or less diligent because 
of his not being a member of such an organization. It is the employee as a 
man, and not as a member of a labor organization, who labors in the service 
of an interstate carrier.” “Looking alone at the words of the statute for the 
purpose of ascertaining its scope and effect, and of determining its validity, 
we hold that there is no such connection between interstate commerce and 
membership in a labor organization as to authorize Congress to make it a 
crime against the United States for an agent of an interstate carrier to dis- 
charge an employee because of such membership on his part. If such a power 
exists in Congress it is difficult to perceive why it might not, by absolute regu- 
lation, require interstate carriers, under penalties, to employ, in the conduct 
of its interstate business, only members of labor organizations, or only those 
who are not members of such organizations,—a power which could not be 
recognized as existing under the Constitution of the United States.” 


Concerning the law forbidding an employer to require, as a 
condition of employment, that a workman shall agree not to 
join a union but a word need be added. The New York court 


(People v. Marcus) based its opinion upon its utterances in 
former cases in which it upheld freedom of contract in relation 
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to the purchase and sale of labor. (National Protective Asso- 
ciation v. Cumming and Jacobs v. Cohn.) Its conclusion is 
that “that freedom to contract which entitles an employer to 
make by agreement his place of business wholly within the con- 
trol of a labor union entitles him, if he so desires, to require of 
his employees that they be wholly independent of any labor 
union.” 

These decisions with their opinions leave no doubt as to what 
the law is, so far as constitutionality is concerned. The restric- 
tion which such legislation seeks to place upon the employer in 
favor of the workman is contrary to the individual liberty of 
the citizen to enjoy his property rights. This centers in the 
right to contract freely with any one who is willing to enter into 
the contract. The case is not one that by the exercise of the 
police power may be brought within the constitutional field of 
limitation upon the right to contract. There is no reason in 
public policy that will justify such legislation as a restriction 
upon the right to contract. 

The prevalence of this view may be indicated by the fact that 
thirty-two judges have heard the arguments in these several 
cases, and all but three have held to the opinion that such laws 
are in violation of a constitutional right. Two of these three 
are judges of the United States supreme court. Three dissent- 
ing opinions have been written, and the very fact that there are 
but three makes them of unusual interest. Further interest is 
attached to two of them from the fact that they were written 
by Mr. Justice Holmes and Mr. Justice McKenna. 

The first of these three dissenting opinions was written by 
Mr. Justice Bartlett of the New York court of appeals, in the 
case of People v. Marcus. Its line of reasoning is shown in the 
following extract : 

“The freedom of contract should be untrammeled. A person desiring 
employment ought not to be required to abstain from joining any labor 
organization, nor should he be compelled to join a labor organization. The 
statute should have covered both cases. I regard this legislation as a step in 
the right direction, although it was evidently drawn in the interest of labor 
organizations and without regard to securing absolute freedom of contract. 


The employer is to be protected and the employed as well. I trust the day is 
not far distant when to every working man will be open all the avenues of 
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employment, whether he belongs to labor unions or other organizations, or 
stands alone upon his individual right to work for such a wage as seems to 
him just. This statute is not, in my opinion, unconstitutional, but is to be 
regarded as a step in the direction dictated by every consideration of public 


policy.” 

Justices McKenna and Holmes wrote their dissenting opinions 
on the same case, Adair v. U.S. Justice McKenna enters into 
a careful analysis of the provisions of the entire law of which 
the contested section was a part and insists that the section must 
be considered with reference to the other sections. The purpose 
of the statute as a whole is to prevent or settle disputes between 
carriers and their employees. In the light of this purpose the 
section in question gets its justification. Liberty is not entirely 
free from restraints, even under the Fifth Amendment. Some 
restrictions are justifiable. The question then is whether the 
section in dispute “‘has relation to the purpose which induced the 
act, and which it was enacted to accomplish, and whether such 
purpose is in aid of interstate commerce, and not a mere restric- 
tion upon the liberty of carriers to employ whom they please 
or to have business relations with whom they please.” The 
purpose of the act is to be approved, and in its efforts to attain 
this purpose “the congressional judgment of means should not 
be brought under a rigid limitation.” If labor associations 
are to be commended, Congress certainly may recognize their 
existence and their power “as conditions to be counted with in 
framing its legislation.” The justification of Congress in its 
efforts to accomplish its purpose is evident in the events of 1894. 
The law of 1888 “did not recognize labor associations or 
distinguish between the members of such associations and the 
other employees of carriers. It failed in its purpose, whether 
from defect in its provisions or other cause, we may only con- 
jecture. At any rate it did not avert the strike of 1894. 
Investigation followed, and, as a result of it, the act of 1898 
was finally passed. Presumably its provisions and remedy were 
addressed to the mischief which the act of 1888 failed to reach 
or avert. It was the judgment of Congress that the scheme 
of arbitration might be helped by engaging in it the labor asso- 
ciations.”” The final conclusion of the opinion is that if the 
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disputed section is to be stricken from the law, the law is made 
ineffective in accomplishing its purpose. 
The opinion of Justice Holmes is as follows: 


“As we all know, there are special labor unions of men engaged in the 
service of carriers. These unions exercise a direct influence upon the employ- 
ment of labor in that business, upon the terms of such employment, and upon 
the business itself. Their very existence is directed specifically to the busi- 
ness, and their connection with it is, at least, as intimate and important as 
that of safety couplers, and, I should think, as the liability of master to ser- 
yant,—matters which, it is admitted, Congress might regulate, so far as they 
concern commerce among the States. I suppose that it hardly would be 
denied that some of the relations of railroads with unions of railroad 
employees are closely enough connected with commerce to justify legislation 
by Congress. If so, legislation to prevent the exclusion of such unions from 
employment is sufficiently near. 

“The ground on which this particular law is held bad is not so much that 
it deals with matters remote from commerce among the States, as that it 
interferes with the paramount individual rights secured by the Fifth Amend- 
ment. The section is, in substance, a very limited interference with freedom 
of contract, no more. It does not require the carriers to employ anyone. It 
does not forbid them to refuse to employ anyone, for any reason they deem 
good, even where the notion of a choice of persons is a fiction and wholesale 
employment is necessary upon general principles that it might be proper to 
control. The section simply prohibits the more powerful party to exact 
certain undertakings, or to threaten dismissal or unjustly discriminate on 
certain grounds against those already employed. I hardly can suppose that 
the grounds on which a contract lawfully may be made to end are less open 
to regulation than other terms. So I turn to the general question whether the 
employment can be regulated at all. I confess that I think that the right to 
make contracts at will that has been derived from the word ‘liberty’ in the 
Amendments has been stretched to its extreme by the decisions; but they 
agree that sometimes the right may be restrained. Where there is, or gener- 
ally is believed to be, an important ground of public policy for restraint, the 
Constitution does not forbid it, whether this court agrees or disagrees with 
the policy pursued. It cannot be doubted that to prevent strikes, and, so 
far as possible, to foster its scheme of arbitration, might be deemed by 
Congress an important point of policy, and I think it impossible to say that 
Congress might not reasonably think that the provision in question would 
help a great deal to carry its policy along. But suppose the only effect really 
were to tend to bring about the complete unionizing of such railroad laborers 
as Congress can deal with, I think that object alone would justify the act. I 
quite agree that the question what and how much good labor unions do, is one 
on which intelligent people may differ; I think that laboring men sometimes 
attribute to them advantages, as many attribute to combinations of capital 
disadvantages, that really are due to economic conditions of a far wider and 
deeper kind; but I could not pronounce it unwarranted if Congress should 
decide that to foster a strong union was for the best interest, not only of 
the men, but of the railroads and the country at large.” 
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While these two dissenting opinions are of course far from 
determining the law, they nevertheless indicate a possible devel- 
opment. It must necessarily be some time before the minority 
view will be accepted by the majority, if, indeed, it ever is 
accepted. 

One further indication of variety of opinion is found in Berry 
v. Donovan. In that opinion Mr. Chief Justice Knowlton made 
the following statement: “We have long had a statute for- 
bidding the coercion or compulsion by any person of any other 
‘person into a written or verbal agreement not to join or 
become a member of a labor organization as a condition of his 
securing employment or continuing in the employment of such 
person.” The same principle would justify a prohibition of the 
coercion or compulsion of a person into a written or verbal 
agreement to join such an organization as a condition of his 
securing employment, or continuing in the employment of 
another person.” 


Turning away from legislation as a means of securing protec- 
tion for union men, we find the leaders availing themselves of 
the right upon which the courts in the above cases have insisted : 
the right to contract. Its application is in the contract for 
the union or closed shop. Much may be said both for and 
against this policy on economic grounds. Our interest, however, 
is with the attitude of the courts, and there are cases in which 
some interesting opinions have been written on the subject. 

Berry v. Donovan (Mass., 74 N. E., 603) was a case in 
which a discharged employee brought suit for damages on the 
ground that his discharge had been caused by an agreement 
between his employer and a union, providing that the employer 
would not retain in his employ any one that was objectionable 
to the members of the union. Damages were awarded by the 
court on the ground that the discharged workman had been 
employed nearly four years and was discharged as a result of a 
complaint under the agreement. The opinion is a long one 
and does not seem so strong as some other opinions on the same 
subject. It takes the general ground that “under correct rules 
of law, and with a proper regard for the rights of individuals, 
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labor unions cannot be permitted to drive men out of employ- 
ment because they choose to work independently.” The opinion 
closes with the following guarded statement: ‘How far the 
principles which we adopt would apply, under different con- 
ceivable forms of contract, to an interference with a workman, 
not engaged, but seeking employment, or to different methods 
of boycotting, we have no occasion in this case to decide.”’ 

In Jacobs v. Cohen (N. Y., 76 N. E., 5) the opinion of the 
court was accompanied by a vigorous dissenting opinion. The 
contract for a closed shop was one that included many details 
and was in effect a complete unionizing of the shop. The pre- 
vailing opinion was brief. It held that the contract was not 
unlawful. It had been entered into voluntarily, and the parties 
were free to make the agreement. “That, incidentally, it might 
result in the discharge of some of those employed, for failure 
to come into affiliation with their fellow workmen’s organization, 
or that it might prevent others from being engaged upon the 
work, is neither something of which the employers may com- 
plain, nor something with which public policy is concerned.” 

The dissenting opinion, written by Mr. Justice Vann, is inter- 
esting from beginning to end. As a result of the agreement, 
the opinion argues, the labor department was under the control 
of the union. Thus both employer and employed abrogated 
their own rights. “This was a form of slavery, even if volun- 
tarily submitted to; for whoever controls the means by which 
a man lives controls the man himself. Both the proprietors 
and the workmen seem to have walked under the yoke of the 
union without a protest. * * * The labor of the employees 
belonged to themselves, and they had a right to sell it to whom 
they chose and on such conditions as were mutually satisfactory. 
The business belonged to the defendants, and they had the right 
to employ any man who was willing to work for them; but 
by this agreement an outsider intervened, and compelled those 
who owned the business and those who did the work to submit 
to its direction. * * * The manifest purpose of the con- 
tract was to prevent competition and create a monopoly of 
labor. A combination of capital, or labor, or as in this case of 
both, to prevent the free pursuit of any lawful business, trade, 
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or occupation, is forbidden both by statute and the common 
law.” 

In O’Brien v. People (75 N. E., 108) the Illinois supreme 
court held that a strike to enforce an employer to sign a closed 
shop agreement was properly enjoined. The union agents were 
seeking to obtain the signing of a contract by threats. “A con- 
tract under duress is voidable, and duress is present where a 
party is constrained, under circumstances which deprive him of 
the exercise of free will.” 

Reynolds v. Davis (84 N. E., 457) is another Massachusetts 
case and one of very recent date (1908). The employers had 
been operating under a verbal understanding which was in effect 
a closed shop agreement. They decided to abandon that pol- 
icy and in furtherance of the new purpose posted a set of rules 
which established the open shop. The result was a strike and 
an appeal to the court. The majority opinion of the court was 
based on the general rule that in Massachusetts “the legality 
of a combination not to work for an employer, that is to say, 
of a strike, depends (in case the strikers are not under contract 
to work for him) upon the purpose for which the combination 
is formed—the purpose for which the employees strike.” That 
the purpose was not legally justifiable is found by the majority 
of the court in certain rules of the union. These rules the 
union sought to enforce upon the employer. “The strike in 
question was a combination for the purpose of making the 
trades council, composed of delegates from the unions of which 
the individual defendants are members, the arbiter of all ques- 
tions between individual employees and their employers. 
* * * We do not mean to say that a labor union cannot 
combine to support a committee to take up individual grievances 
in behalf of the several members. What we now decide to be 
illegal is a combination that such grievances (that is to say, 
grievances between an individual member of a union and his 
employer which are not common to the union members as a 
class) shall be decided by the employees and that decision 
enforced by a strike on the part of all.” Chief Justice Knowl- 
ton wrote a dissenting opinion, stating that while he agreed 
with the final disposition of the case, the opinion seemed to 
rest On erroneous grounds. He objected to the opinion in that 
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it “makes the decision turn upon the rules and by-laws” of 
the union. His opinion, which is one of considerable length, 
takes up the question of the rules and by-laws. On the general 
proposition that “it is right that all the members of such a 
union should unite for the protection of the interests of every 
individual member” it follows that, “if the feeblest of its mem- 
bers has a just grievance as an employee against their common 
employer, it is proper that the whole combination should act 
together to obtain redress of the wrong.” To do this effect- 
ively, he shows, the rule to which the majority objects is reason- 
able and lawful. The reasonableness of the rule is pointed 
out in detail. The objection on which he bases his opinion and 
his conclusions is the following: “If the decision were put 
on the ground that the strike was for a closed shop in the 
sense that the shop should be closed arbitrarily to all workmen 
not members of the union * * * to compel all workmen 
to join the union for the purpose of creating a monopoly in 
the labor market, whereby to be able to contend successfully 
with employers whenever a controversy should arise, I should 
cheerfully concur in it. A strike to compel a closed shop, 
merely to accomplish such a purpose, would not be justifiable on 
principles of competition, either as against nonunion workmen 
or as against the employer, but would be unlawful.” 


While the unconstitutionality of laws to prevent the discharge 
of men because of their membership in unions cannot be doubted, 
yet the principles underlying the dissenting opinions are of 
interest. They suggest the question, whether in spite of the 
almost unanimous agreement there are not signs of the begin- 
ning of a modification, if not a change, in the view. The 
majority opinion is based on the long established and widely 
accepted understanding of freedom of contract. This is inher- 
ited from an earlier individualist period. Is that understanding 
formed in that earlier period to pass unmodified into our modern 
view of socialized industry? The extracts above quoted reveal 
clearly the origin of the view held by the majority of the 
judges. Do the dissenting opinions show the entrance of a new 
view ? 
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~ Mr. Justice Knowlton, of the Massachusetts court, in a pre- 
. vailing opinion, holds that this law is as unreasonable as would 
be a law which would prohibit the coercion of a person into 
joining a labor organization as a condition of employment, the 
a, two alike being a violation of freedom of contract. Mr. Justice 
ee Bartlett, of the New York court, in his dissenting opinion, 
| at the outset declares positively in favor of freedom of contract. 
He then maintains that “a person desiring employment ought 
EF not to be required to abstain from joining any labor organiza- 
it tion, nor should he be compelled to join a labor organization. 
; The statute should have covered both cases.” Yet he declares 
that he regards the legislation “as a step in the right direction” 
4h and concludes that the statute is not unconstitutional “but is 
. to be regarded as a step in the direction dictated by every con- 


| sideration of public policy.” 

._ Both are thus insistent upon freedom of contract. In the 

Te one case it is to be preserved after the old method of non-inter- 


ference. Legislation forbidding an employer to require an 
employee either to join or not to join a union is an infringement 
yh of contractual freedom. This is the older view. It is also one 
a! | that considers principally the position of the employer and his 
} right to contract with whomever he may choose. In the other 
case freedom of contract is to be preserved, but by a different 
; method,—that of legal enactment. Legislation declaring that 
an employer shall not discharge an employee because of either 
| membership or non-membership in a union should be held as 
no infringement upon contractual freedom but rather as a pro- 
tection to such freedom. This is the newer view. It is also 
one that considers the position of the employee and his right to 
contract with an employer for employment without regard to his 
relation with organized labor. The difference is a significant 
one. ‘The position of the employee becomes one equal in import- 
ance to that of the employer. 
t These are the two views as revealed in the prevailing and dis- 
b senting opinions. If real equality before the law and real free- 
dom of contract applied equally to both parties lies in either 
one of these two views and not in the other, it is important 
that it be known which is the one to be chosen. If it be true 
1 that actual equality lies in the minority view, that view must 
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ultimately express itself in the majority opinions. If labor 
unions are to continue to be recognized as legal in themselves, 
it is not easy to see why the employer should be left undisturbed 
in his position of bargaining advantage to dictate whether his 
employees should be members of unions or not. Clearly when 
one side has a decided advantage in making a bargain, as the 
employer generally has, it is not an exaggeration of terms to use 
the word dictate. 

There are principles in Mr. Justice Holmes’s dissenting opin- 
ion that are also significant. First is the fact of railroads as 
common carriers. Legislatures always exercise considerable 
control over public service corporations. The public interest is 
especially concerned. If unions are inseparably connected with 
the activity of these public service corporations, should not the 
government recognize it? Safety couplers, liability of master 
to servant, are simply instances of a large number of cases 
where legislatures now interfere. It seems to the mind of the 
justice that labor unions may reasonably be included in the list. 

But the second point is of greater import. Individual rights 
as secured in the Fifth Amendment are at stake. But who are 
the individuals concerned? and what are the rights? The 
individuals are employees as well as employers. ‘The section 
simply prohibits the more powerful party to exact certain under- 
takings or to threaten dismissal or unjustly discriminate on cer- 
tain grounds against those already employed.” The notion of 
a choice of persons, or of individual bargaining, is referred to 
as a “fiction,” both the fact and the necessity in actual indus- 
try being “wholesale employment.” “This it might be proper 
to control.” This is the practical view of employment as it 
exists. It throws altogether a new light upon the older view 
of individual rights in freedom of contract. What are the 
rights? The rights of these individuals are not passed without 
comment. The right to make contracts at will, derived from 
the word “liberty” in the Amendments, has, in the opinion of 
the justice, been “stretched to its extreme” by the decisions. 
Even these decisions, however, agree that sometimes the right 
may be restrained. The necessity arising out of public policy 
justifies the restriction and it is not for the court to determine 
the necessity. 
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This is the newer view again as applied to unions and com- 
mon carriers. If it is to have any influence, it will be in the 
direction of bringing the majority opinions of the future more 
fully into line with the changed conditions of industry. 

In the field of the closed shop the views of the judges have 
not been so generally on one side. The circumstances in which 
the agreements are made as well as the conditions of the agree- 
ments themselves enter into the determination of the opinion of 
the court. Interference with implied contracts already exist- 
ing and coercion of the employer by the union are of import- 
ance. Yet when these are cleared away, there is the fact of 
monopoly which may easily bring the case within the anti-trust 
law or the common law. Here the individual view of the judge 
would be important and one might well expect differences of 
opinion. This being so, it seems that, coercion and violation of 
contract aside, a case still has a chance between two possible out- 
comes. The agreement may be accepted by the court as a vol- 
untary one, where the parties were free to act, as in the New 
York case. Or it may be rejected, as in the Massachusetts case. 
In this latter case, however, the reasoning of the majority opin- 
ion was hardly as satisfactory as was that of the opinion of 
Mr. Chief Justice Knowlton. There it is clearly brought out 
that the agreement and the means adopted to secure it show a 
purpose of “creating a monopoly in the labor market.” This is 
against public policy as destructive of competition, and not to 
be permitted. 

So far, then, as these two points of policy are concerned 
the unions cannot be said to have accomplished much. The 
efforts to secure legislation to protect them in their membership 
have failed. Even should the minority opinion ever prevail it 
would be to the advantage of the laborer as a laborer and not 
as a unionist. 

In the matter of the closed shop his success lies in making 
the agreements in such a way as to keep free from the courts. 
If the courts are appealed to, then there are the questions of 
coercion and of monopoly to be dealt with. Here the outcome 
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HE postmaster-general, following the president of the 

United States, has made certain allegations as to the 

cost of the service of carrying the second-class mail. Recent 

issues of periodicals have contained very urgent and emphatic 

denials of the accuracy of the statistics upon which the asser- 

tions of loss are based. I propose to examine the facts in the 
case and let the reader draw his own conclusions. 

The total expense of the post office for the year ending June 
30, 1909, the last fiscal year, for transportation and handling 
the total of some 1,290,000,000 pounds of mail was a little more 
than $221,000,000. The amount that was paid by the publish- 
ers of the second-class mail (the newspapers and_ periodicals ) 
was, as stated in the resolutions, $7,236,000. The producers 
of that mail deny that it cost as much to handle that class of 
mail as the postmaster-general asserts that it did. The statis- 
tics of the postmaster-general are compiled from the working 
reports of the year combined with the reports of the postal com- 
missioners of three years and four years ago—two different 
postal commissions—which gathered statistics from all over the 
country. 

Let us consider first that one basis for making denial by the 
periodical publishers of the accuracy of the department’s statis- 
tics is that the advertisements carried in the periodicals produce 
or create first-class mail. 

In answer to that we should remember that the rural free 
delivery, which cost last year $35,462,000, did not produce 
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more than about $7,000,000 of revenue from all classes of mail 
matter that it created. 

Now, a city man who sees an article advertised in the pages 
of some periodical, is likely to go to a shop to purchase it. He 
may in individual instances write a letter ordering it, putting 
on a two-cent stamp, three-fifths of which will be profit to the 
government; but he is more likely to go to a shop for it. 
The only persons in the country that will as a class persistently 
sit up nights writing letters ordering advertised articles after 
they receive fresh instalments of the magazines, will be the 
dwellers on the rural free delivery routes. But they only 
created about seven million dollars’ worth of postage of all 
kinds last year. It is, as I conceive it, impossible that so much 
as one-third of that mail matter was originated in response to 
advertisements. We must admit that the farmer makes some 
use of the mails for social correspondence. So that the answer 
to that argument seems to me indicated very plainly, namely, 
that the second-class mail does not originate a very large amount 
of first-class mail compared with the total volume. 

The producers of the second-class mail get a service for seven 
and a quarter million dollars that the government says costs 
more than seventy-three million dollars; though as I analyze 
the statistics, it seems to me that it is nearer ninety. The gov- 
ernment says it incurs in the handling of that matter a loss 
of more than sixty-four million dollars; it seems to me that 
it was more; but, be the sum larger or not, the amount of first- 
class mail created by second-class in responding to advertise- 
ments was not an enormous amount, and the business men and 
manufacturers of the country will go right on producing the 
bulk of the first-class matter, even if the volume of second-class 
is curtailed by wise legislation. 

One other contention made by periodical publishers in denial 
of the accuracy of the department’s statistics is that the rail- 
roads charge the government too much for the carrying of the 
mails. 

This assertion of the publishers is met by counter-assertions 
from the railroads that, instead of too much, they are not paid 
even enough for their work. Both are interested parties and 
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we must analyze the facts as best we can for ourselves. To 
begin with the railroads’ assertions, they show that the total 
payments made to them for the last fiscal year was a sum a 
little in excess of forty-five million dollars ($45,000,000) ; that 
weighings, upon which this amount is paid, are always made 
in summer, never when holiday traffic is on, and that their work 
covers a score of special services besides the mere carriage of 
the mails, one being the transportation of many thousands of 
sorting clerks, inspectors, etc., free of charge, this one item 
being equivalent, if transportation at two cents per mile be 
charged for it, to over $12,000,000, or nearly 30 per cent. of all 
they receive. The pay covers the use of cars for postal services 
exclusively which are fully equipped post offices on wheels, which 
must be hauled on the fastest trains, and in which work is done 
in a way that requires maximum space for minimum weight— 
transportation entirely different in character from the hauling 
of closely packed freight or express matter. In many instances, 
too, the load is “one-way” only, in which case two trips have 
to be made for the price of one. The roads claim that they 
receive more for moving empty freight cars in freight trains 
than they do for hauling postal cars on swift passenger trains. 
In comparing the rates charged by railroads for hauling mail 
as compared with that received for handling express we should 
remember that “express is carried in cars weighing 60,000 to 
65,000 pounds each, and in amounts of five to fifteen tons per 
car; perhaps a fair average is ten tons. Mail is carried in 
cars which weigh 95,000 to 105,000 pounds each, and the amount 
of mail carried averages under two tons if the car is a sorter— 
and about four-fifths of them are. Obviously two tons in a 
100,000-pound dead-weight equipment will cost more for trans- 
portation per ton than will ten tons in a 65,000-pound outfit. 
“Again, to light an express car, an oil lantern, a candle, or a 
few lights suffice, and the cost is nominal. To light a Pullman, 
however, costs about eight cents per hour, while the sorting 
mail cars must have a flood of brilliant light in all corners, and 
it costs the railroad 17% cents per hour to light them. Again, 
depot trackage, much more expensive than yard trackage, must, 
in hosts of cases, be supplied to mail cars hours in advance of 
11 
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the departure of night trains, and the cars must be heated by 
steam and fully lighted, perhaps from eight or nine o'clock at 
night to two, three or four o’clock in the morning, so that sort- 
ing may be expedited. Again, in olden times, the stage coach 
carrying mails had to turn aside from the main turnpike when it 
passed near any postoffice, not more distant than a quarter of a 
mile (80 rods) from the route, deliver the mail without extra 
charge and resume its journey. Similarly by inheritance, at 
several thousand railroad stations in the country, free delivery 
of the rail-transported mails must be made at the offices situated 
within 80 rods of the station, and this is an added expense which 
indicates a reason why it is impossible to handle mail and express 
matter at the same rate per pound.” 

In conclusion, it may well be borne in mind that postal rates 
are made regardless of distance, while express rates take account 
of length of haul. This important feature is lost .sight of by 
publishers of second-class matter. 

But even if the amount the government pays the railroads 
is too high by as much as ten or even twenty per cent., and 
provided the government could by proper legislation reduce the 
charge by the larger sum, there would still be a deficit in the 
receipts from the carriage of the second-class mail, as compared 
with the costs of the service, of about fifty-five million dollars 
per annum instead of the present loss of sixty-four millions. 

Another contention of the publishers of second-class mail is 
that the franked matter, mailed free by congressmen, and the 
free departmental penalty mail, if charged for, would wipe out 
the deficit. To that the answer is emphatic; there was but about 
half-a-million dollars of congressional franked matter sent free 
last year; and only about five million dollars more of the pen- 
alty mail from all the various departments of the government, 
making a total of less than six million dollars so carried. To 
offset that there should be added to the net deficit of last year, 
and of each year, an item of many millions. For in estimat- 
ing the true cost of the postal service there has been left out 
of the reckoning in the postmaster-general’s reports the cost 
of the executive branch and the cost of maintaining the office 
of the auditor for the post office department. The items of 
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expense for their maintenance are charged in the legislative and 
not in the postal appropriations bill. 

The cost of the executive branch of the post office depart- 
ment and the auditor’s office was nearly three million dollars. 
Again, if the various buildings used by the government as post 
offices were to be rented, or an amount equivalent to proper 
rental and depreciation estimated, it is evident that a further 
expense of many millions annually would be saddled upon the 
department, increasing the net deficit. 

Again, the contention is made by the publishers of agricul- 
tural journals and other classes of publications that, because 
much second-class mail, all sacked and routed, is delivered to 
the railroads, it costs the government very little to handle it. 
But along the road from publisher to reader comes a time when 
the routed sack must be opened, and the opened contents expen- 
sively gotten—each piece separately—into the hands of the 
addressee. Moreover, much mail of this sort can never be 
delivered, being made up of sample copies, to dead addresses, 
etc. At one small office, not seventy-five miles from Cleveland, 
the writer’s home, in a single fortnight of January, 1907, the 
normal accumulation of such mail that was absolutely undeliv- 
erable was fifteen pounds, enough to just about fill an ordinary 
bushel basket. At this office, not two hundred persons draw 
mail; it is a country post office in the strictest sense, and from 
this mail had been culled every copy that was possibly deliver- 
able. The postmaster told the writer that this was going on 
every fortnight in the year and at every country office in the 
United States, so far as he knew. There are over sixty thou- 
sand of these fourth-class offices, and the economic waste 
involved is not pleasant to contemplate. 

In other denials they state that if a parcels carriage could 
be hitched on to the postal service, under laws formulated some- 
what upon foreign lines, the deficit would be wiped out. We 
have not the space here to enter into a discussion of the merits 
of the parcels post. It is a large subject and should receive very 
careful consideration. I will simply say now that it is danger- 
ous to let in any entering wedge. 
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One thing often brought forward in connection with this 
question is that the educational value of periodical literature is 
so great that, even if the deficit is seventeen million dollars a 
year, it is a very cheap price to pay for having such cheap 
reading matter for the masses. 

In the first place, remember that the deficit due to second- 
class mail is far more than the net deficit, which is seventeen 
million dollars this year. The enormous profit of scores of mil- 
lions of dollars a year produced by the first-class mail is all 
dissipated by the loss on second-class and on rural free delivery 
before any net deficit shows itself. 

On the second-class mail alone the loss to the government 
during the past ten years has been more than five hundred million 
dollars. That is a pretty tidy sum to lose in one department, 
even for the wealthiest nation on the globe. 

Now as to the educational value of periodicals. The book- 
seller is the under dog in this educational fight, and I want to 
say that, admitting that the under dog frequently deserves all 
he gets, once in a while he is treated unjustly. What is a 
magazine? A magazine is a small body of literature entirely 
surrounded by advertisements. It is a railroad ham sandwich 
with the literary “‘meat” cut in extremely thin, and the adver- 
tising ‘“‘bread’’ in especially thick slices. The “literary” mat- 
ter gives frequently great prominence to pictures of actresses 
(doubtless by favorable arrangement with managers). Then 
you read an article on “How Cleveland was Conned,” “Why 
Denver went to the Devil,” “Placid Philadelphia’s Putridity,” 
“Why Presidents’ Sons become Pullman Company Presidents.” 
Then may follow an article explaining how our reporter “Wily 
Willie’ went under John D.’s window, and, by making a noise 
like a dividend, secured an interview with him. Then comes 
a long-continued dry-as-dust serial, furnishing, perhaps you may 
say, the talcum powder to disinfect, in some measure, the other 
articles; then a few piffling poems separate the longer articles, 
then often a green, yellow or appropriately blue leaf will be 
inserted making a Passionate Personal Appeal from the editor 
for subscriptions to a million dollars’ worth of stock of the mag- 
azine company “ * * * *_ send in any remittance from a 
dollar up, use the enclosed coupon.” All is encased in a gaudy, 
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if not neat, cover, bearing a design which shows a girl's face 

and some of her form. If you want to see the rest of her form 

look at the corset advertisements on the inside. Then at the 

back appear advertisements of garters, safety razors, soaps, 

soups, massage cream, and a thousand other things—and that 

isa magazine. They are carried at a cent a pound; but the mail 
-—cost the government last year seventeen and one-quarter cents 
for every pound it carried. The first-class mail paid eighty-four 
cents a pound—postal cards, by the way, pay $1.50 a pound 
or more—while second-class mail pays only one cent a pound, 
and while the government claims that it costs 9.23 cents per 
pound to handle it, it seems to me that the approximate cost is 
nearly twelve and one-half cents a pound. 
: Japan publishes three books and pamphlets per million inhab- 
itants per annum, to one of the United States; she has in all 
1,000 periodicals only. We had 3,890 new ones begin their 
career last year, 3,680 the year before, 3,913 the year before 
that, 3,924 the year before that. We have had over 40,000 new 
ones—more than ten a day, Sundays and holidays included— 
begin their career within the last ten years. While there is not 
a nation on the earth that produces one-tenth the periodical 
literature we do, there is not a nation, save Spain, that produces 
so few books and pamphlets per million inhabitants per annum 
as the United States. By the last reports Russia produces 
eighty-six, the United States eighty-one, Germany 244; and 
even little Switzerland, with three million inhabitants, produced 
' one-third as many books last year as the whole United States 
with its 93,000,000 inhabitants. 

I have told you what a magazine is, now what is a newspaper? 

I will not express my feelings in my own words; I will quote 
from the great librarian, Mr. J. N. Larned of Buffalo, his opin- 
ion as expressed in his “Books, Culture and Character” : 


But the common so-called newspaper of the present day, which is a mere 
rag-picker of scandal and gossip, searching the gutters and garbage-barrels 
of the whole earth for every tainted and unclean scrap of personal misdoing 
or mishap that can be dragged to light; the so-called newspaper which inter- 
x ests itself, and which labors to interest its readers, in the trivialities and 
ignoble occurrences of the day—in the prize fights and mean preliminaries of 
prize fights, the boxing matches, the ball games, the races, the teas, the 
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luncheons, the receptions, the dresses, the goings and comings and private 
doings of private persons—making the most in all possible ways of all petty 
things and low things, while treating grave matters with levity and imperti- 
nence, with what effect is such a newspaper read? 

If I spoke my mind I might strike harshly at too many people whose read- 
ing is confined to such sheets. I will venture only so much remark as this: 
that I would prefer absolute illiteracy for a son or a daughter of mine, total 
inability to spell a printed word, rather than that he or she should be habitu- 
ally a reader of the common newspapers of America to-day and a reader of 
nothing better. 


Mr. Talcott Williams, a newspaper man in Philadelphia, at 
the session of the American Historical Association in Washing- 
ton, a year ago, said that fifty years ago the aggregate weight 
of the issues of a large city daily for a year was about twenty- 
five pounds; twenty-five years ago it had become fifty pounds; 
to-day it is 125 pounds. You know what the Sunday and even 
week-day issues of a daily paper are. 

Now as compared with magazines and newspapers, let us see 
what the book is. I quote again from Larned: 


You and I, who live at this moment, stand islanded, so to speak, on a 
narrow strand between two great time-oceans,—the ocean of Time Past and 
the ocean of Time to Come. When we turn to one, looking future-ward, we 
see nothing—not even a ripple on the face of the silent, mysterious deep, 
which is veiled by an impenetrable mist. We turn backward to the other sea, 
looking out across the measureless expanse of Time Past, and lo! it is covered 
with ships. We see them rise from beyond the far horizon in fleets which 
swarm upon the scene, and they come sailing to us in numbers that are greater 
than we can count. They are freighted with the gifts of the dead, to us who 
are the children of the dead. They bring us the story of the forgotten life of 
mankind, its experience, its learning, its wisdom, its warnings, its counsels, 
its consolations, its songs, its discoveries of beauty and joy. What if there 
had been no ships to bring us these? Think of it! What if the great ocean 
of Time Past rolled as blankly and blackly behind us as the ocean of Time 
to Come rolls before us? What if there were no letters and no books? For 
the ships in this picture are those carriers of the commodities of mind which 
we call Letters and Books. 

Think what your state would be in a situation like that! Think what it 
would be to know nothing, for example, of the way in which American Inde- 
pendence was won, and the federal republic of the United States constructed; 
nothing of Bunker Hill; nothing of George Washington,—except the little, 
half true and half mistaken, that your fathers could remember, of what their 
fathers had repeated, of what their fathers had told to them! Think what 
it would be to have nothing but shadowy traditions of the voyage of Colum- 
bus, of the coming of the Mayflower pilgrims, and of all the planting of life 
in the New World from Old World stocks,—think what it would be to know 
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no more of the origins of the English people, their rise and their growth in 
greatness, than the Romans knew of their Latin beginnings; and to know no 
more of Rome herself than we might guess from the ruins she has left! 
Think what it would be to have the whole story of Athens and Greece dropped 
out of our knowledge, and to be unaware that Marathon was ever fought, or 
that one like Socrates had ever lived! Think what it would be to have no 
line from Homer, no thought from Plato, no message from Isaiah, no Sermon 
on the Mount, nor any parable from the lips of Jesus! 

Can you imagine a world intellectually famine-smitten like that—a bookless 
world—and not shrink with horror from the thought of being condemned to 
it? Yet the men and the women who take nothing from letters and books 
are choosing to live as though mankind did actually wallow in the awful 
darkness of that state from which writing and books have rescued us. For 
them, it is as if no ship had ever come from the far shores of old Time where 
their ancestry dwelt; and the interest of existence to them is huddled in the 
petty space of their own few years, between walls of mist which thicken as 
impenetrably behind them as before. How can life be worth living on such 
terms as that? How can men or women be content with so little, when they 
might have so much? 


To speak of the educational value of the magazine and daily 
paper as compared with that of the great book is like comparing 
a moving picture show with the gallery of the Louvre. And 
yet our postal rates stimulate the former at the expense of the 


latter. 
CHARLES Wm. Burrows. 


Cleveland, Ohio.. 


TYPICAL COMMERCIAL CRISES VERSUS A 
MONEY PANIC. 


CONTENTS. 

The stages of a typical credit cycle ending in a crisis, p. 168; panic caused 
by an unsound banking system, p. 170; other kinds of crisis, p. 171; charac- 
teristics of the crises of 1873, p. 172; 1882-84, p. 173; 1890-91, p. 174; 1893, 
P. 174; 1907, p. 175. 


NE of the essential characteristics of every crisis—perhaps 

the most distinctive one—is the collapse of credit and 

the associated fall of prices. Finally there is a recovery of 

credit; then, perhaps, excessive credit expansion, followed by 

another collapse. Let us trace the process, in detail, of a typical 

credit cycle, beginning with the gradual recovery from one panic 
and following through the next. 

During the fall of prices immediately following a panic, there 
is little inducement for business men to borrow from the banks 
in order to extend their business, or even to continue it on 
so large a scale as previously. Such a disinclination to borrow 
for the sake of buying may cause a further fall of prices, but 
it will probably tend, also, to lower the rate of interest (or 
discount) on safe loans. This very consequence—low interest— 
may be the factor which prevents further decrease of borrow- 
ing and thus prevents further fall of prices. At any rate it is 
evident that the collapse of credit must have a limit; that when 
such limit is reached, rapid fall of prices is likely to cease; and 
that with reasonably encouraging conditions (such as low dis- 
count rates) business stagnation is likely to give place to activity. 

Eventually the revival of business is sure to bring with it a 
greater demand for bank credit, and the extension of credit con- 
duces to a rise of prices, for bank credit is purchasing power 
as truly as money is and tends to affect prices in the same way. 
This rise of prices adds to the profit of the borrowing entre- 
preneur. To be sure, he may have to pay as much more for 
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what he buys as he gets for what he sells, but he doesn’t have 
to pay proportionately more interest on his loans. If prices are 
rising 3 per cent. a year, a rate of interest of 5 per cent. is really 
(i. e., in purchasing power) only (about) 2 per cent;! since it 
requires 3 per cent. more money to buy the same things. But 
since the rise cannot be foreseen, and since, also, instability in the 
standard of value is largely ignored, the rate of interest does not, 
for a considerable time, adjust itself by a corresponding rise.? If 
it adjusted itself quickly to every slightest change in the price 
level, the artificial stimulus to rapid expansion of bank loans 
would be largely removed, and there probably would not be such a 
speculative credit expansion and continuous rise of prices culmi- 
nating in a crisis. Since, however, interest does not at first 
adapt itself, borrowing is exceedingly profitable to the entre- 
preneur. Any loss falls on the lender. There is, in conse- 
quence, a further expansion of bank credit, generating a further 
rise of prices,? which may generate by the same process a further 
rise,* and so on. 

But such a self-perpetuating sequence can not go on 
indefinitely. Eventually the demand for loans at the low 
(virtual) interest is likely to exceed the supply, and the rate 
must rise. From the point of view of the banks the situation 
is expressed by saying that they have lent, in the expanding 
period, up to the limit which their reserves will support, and 
that they raise their discount rates to protect their reserves. 

It is this very rise of interest in belated adaptation to rising 
prices which, in the theory of credit cycles here presented, 
precipitates the crisis.° For the rise of interest itself stops 
further rise of prices by checking further expansion of bank 
credit. And when prices cease to rise, virtual interest (interest 

*More exactly 1.94 per cent. For a discussion of the relation of interest 
rates in different standards see Irving Fisher, “The Rate of Interest,” New 
York (Macmillan), 1907, Chap. V. 

* Fisher, “The Rate of Interest,” Chap. XIV. 

*Cf. article by Knut Wicksell in the Jahrbiicher fiir Nationalékonomie, 1897 
(Band 68), pp. 228-243, entitled “Der Bankzins als Regulator der Waren- 
reise. 

: “Cf. Alfred Marshall, “Principles of Economics,” Vol. I, 3d ed., New York 


(Macmillan), 1895, p. 674. 
*Cf. Fisher, “The Rate of Interest,” p. 336. 
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measured in what money will buy) is as high as nominal (or 
money) interest. It is, in fact, likely to be so high that many 
business houses are hard pressed to make ends meet. 

With a banking system so sound and well organized that con- 
fidence in it never waned, the sequence would now be the reverse 
of that so far described. The high interest would discourage 
borrowing as the low interest had stimulated it. Bank credit 
would cease to expand and possibly fall off. Prices would begin 
to fall. Falling prices would mean that a high nominal (or 
money) interest was a still higher virtual interest, since each 
dollar, when repayment was made, would buy more (and more 
goods would have to be sold to get it) than when loaned. Thus 
if interest as ordinarily measured, in money, were 6 per cent. 
and prices were falling at the rate of 5 per cent. a year, the 
actual interest in purchasing power would be approximately 11 
percent. The fact that virtual interest, because of falling prices, 
was higher than nominal interest, would still further decrease 
the demand for loans and still further lower prices,® until finally 
there came a belated reduction of interest and prices reached 
their lowest point. Such would be a typical credit cycle with a 
properly organized banking system—an alternation of speculative 
prosperity and depression, preventable, not by better institutions, 
but only by better knowledge of the significance of changing 
price levels. 

But with a banking system which, at the least sign of business 
strain, loses the confidence of the people, the panic is accentuated. 
The rise of interest at the crisis point not only renders it difficult 
for some business houses to make ends meet; it also disturbs 
confidence in the banks, partly perhaps because the rising dis- 
count rate is looked on as a sign of fear, partly because the 
difficult position—in some cases maybe even the failure—of 
different commercial and industrial companies suggests that the 
banks may not be.able to realize on all of their creditors when 
their obligations come due. Distrust having been stimulated, 
there are likely to occur runs on the banks at the very time 
when they have already expanded their credit to the limit the 


°Cf. Wicksell, “Der Bankzins als Regulator der Warenpreise”; and 
Marshall, “Principles of Economics,” Vol. I, 3d ed., p. 674. 
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reserves will safely support, and are therefore least able to afford 
depletion of those reserves. It is then that panic rates of inter- 
est obtain. Ordinarily the borrowing of money is, in the last 
analysis, a borrowing of capital. If there were, continuously, 
only half as much currency, interest would be no_ higher. 
Though there were but half as much currency to lend, yet since 
prices would be but half as high, only half as much would be 
wanted by borrowers. But a panic period is a period up to 
which currency has been relatively plentiful and in which it has 
suddenly (because of a credit slump) become scarce. Persons 
who have bought goods and taken upon themselves obligations 
when currency was plentiful are compelled to repay when it is 
scarce, and they must repay in currency. Hence, currency is 
desired, not, with them, as a medium for getting capital, but in, 
and of, itself,? and its scarcity, in this exceptional case, makes 
the rate of interest soar. There come failures, and a depres- 
sion more severe, perhaps, and certainly more sudden, than 
would otherwise occur. Prices fall rapidly. Interest fails to 
adjust itself. Hence more failures, further contraction of credit, 
further fall of prices, and so on. 

This is a generalized history of typical credit cycles ending in 
speculative crises.5 Other crises can, however, be brought about 
in other ways. Anything tending to destroy business confidence 
and so tending to decrease credit, either directly by preventing 
borrowing, or indirectly by causing runs on the banks and so 
curtailing their ability to lend, will cause prices to fall and thus 
compel borrowers to repay debts in an appreciated currency 
(i. e., make virtual interest abnormally high). And in such a 
crisis, equally with one terminating a speculative credit expan- 
sion, the sudden currency scarcity will be likely to produce char- 
acteristic panic rates of interest. But in a crisis not of the 
typical speculative sort we should not expect to find, leading up 
to it, any marked rise of prices or interest rates, or any increasing 
ratio of bank credit (e. g., bank deposits) to reserves. Of 


* Fisher, “The Rate of Interest,” pp. 325 and 326. 

*The subject of crises in their relation to money and deposits, velocity of 
circulation, prices, etc., is discussed in a book soon to be completed by Pro- 
fessor Irving Fisher, on “The Purchasing Power of Money,’ 
tion of which the present writer has assisted. 


in the prepara- 
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course a depression due to some natural cause, such as a crop 
failure, or to a maladjustment of different kinds of production 
in their proportions, might entail depression in a community 
which used no credit media of exchange at all. Such a depres- 
sion might or might not be aggravated, in a modern community, 
by a decrease of credit in greater amount than the decrease of 
business, causing fall of prices. 

Following are statistics for some of the principal crises of 
recent years in the United States, with comparisons and con- 
trasts: 


THE CRISIS OF 1873 IN THE UNITED STATES’ 


Deposits Reserves Ratio of Index Percent oc} 

of Na- of Na- Deposits Number Rise Two-Name Virtual 
Date tional tional to of of 60-day Interest 

Banks Banks Reserves Prices Prices Paper 
1870 $542 million $171 million 3.2 142.3 —44 7.2% 11.6% 
1871 602 175 3.4 136 2.1 6.1 4.0 
1872 619 161 38 1388 —10 80 9.0 
1873 641 158 4.1 137.5 —3.3 10.3 13.6 
1874 623 175 3.6 133 —4.1 6.0 10.1 
1875 686 156 4-4 127.6 5.5 


The crisis of 1873 in the United States occurred during the 
greenback period, when the money in the country was substan- 
tially constant in amount and trade increasing. Apart from the 
expansion of bank credit we should expect prices to fall. Even 


* The figures for deposits and reserves of national banks in this and the 
following tables are from the reports of the comptroller of the currency and 
represent the condition of the banks at their third report to the comptroller 
(generally about July 1) of each year. The figures for prices, except for the 
last two panics treated, are from the Aldrich report on wholesale prices and 
are averages for each year. The figures for interest rates are taken from 
the appendix of Professor Fisher’s “The Rate of Interest,” pp. 418, brought 
through 1908 by compilations from the Financial Review. The per cent. rise 
of prices is combined with money interest, to get virtual interest. Conse- 
quently, since the interest rates cited relate to each year and are an average 
for each year, the prices ought to relate to the beginning of each year. Then 
the per cent. rise (or, if negative, fall) of prices would be the rise during the 
calendar year and the virtual interest could be correctly calculated. It is 
impossible to get such figures for the earlier crises discussed. Hence the per 
cent. rise of prices is the change from the average prices of one year (the 
year given) to the average of the next. The figures for virtual interest are, 
therefore, not reliable, but it is believed that they are not entirely valueless. 
For 1904-1908 more accurate calculation was possible. 
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with such credit expansion we should not expect a very great or 
long-continued rise. The expansion of deposit currency we do 
find, reaching a maximum in 1873 and decreasing the next year. 
Reserves, as we should expect, are highest in the year after the 
crisis—that is, in 1874. The ratio of deposits to reserves 
increases, in accordance with the theory of a speculative crisis, 
up to and into 1873, and then falls off, although there is a very 


‘rapid recovery in 1875. Prices, though falling during most of 


the '70’s, show a rise between 1871 and 1873, the rapid fall 
being resumed with the latter year. Interest rates, both nominal 
and virtual, are exceptionally high in 1873. We can hardly 
assert, however, in this case, that the crisis was caused by a too 
low virtual interest stimulating credit expansion, since the pre- 
vious years show, on the whole, an even higher virtual than 
nominal rate, although this is not true for 1871. That year 
showed the largest gain in bank deposits over the preceding 
year for several years, but it would be unsafe to attribute this 
credit expansion entirely to the lower interest. 


THE CRISIS AND DEPRESSION OF 1882-4. 


Deposits Reserves Ratio of Index Percent 

of Na- of Na- Deposits Number Rise Two-Name Virtual 
Date tional tional to of of 60-day Interest 

Banks Banks Reserves Prices Prices Paper 
1879 $ 649 million $135 million 48 06.6 10.7 50% —5.7% 
1880 834 176 47 10.9 —I.I 5.2 6.3 
1881 1,032 197 5.2 105.7 2.6 5.2 2.6 
1882 1,067 187 5.7 108.5 —23 5.7 8.0 
1883 1,043 200 5.0 106 —6.2 5.5 11.7 
1884 979 196 5.0 99.4 —6.4 5.2 11.6 
1885 1,106 280 4.0 93 —1.2 4 4:3 
1886 1,113 221 5.0 91.9 ‘a 4.7 oa 


The crisis of 1882-4 occurred after we had returned to a gold 
standard. It appears to be typically a credit crisis. There was 
an increase of deposit currency, steady and rapid, up to 1882, 
followed by a decrease in the two succeeding years, especially 
1884. The reserves were built up in 1883 to a high figure com- 
pared with those of previous years, falling off slightly in 1884, 
but reaching a much higher figure in 1885. The ratio of deposits 
to reserves, which had fallen to 3.6 after the crisis of 1873, rose 
gradually to 5.7 in 1882, falling in the three succeeding years 
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and getting below 4 in 1885. Prices rose, on the whole, from 
1879, the resumption year, to 1882, falling in the succeeding 
years, and falling with especial rapidity between 1883 and 188s. 
Interest reached a maximum, measured in money, in 1882, while 
virtual interest, because of the fall of prices, was high in all 
three years, 1882, 1883 and 1884. Here we can say with more 
show of reason that the low virtual interest of 1879 (actually 
negative) and 1881 may have been a cause of the rapid expan- 
sion of deposits, which was checked by the high rate of 1882. 

The crisis of 1890-91 seems to have been, also, a typical spec- 
ulative or credit crisis, but it was of relatively slight importance 
and was completely overshadowed by the panic of 1893. We 
will, therefore, turn our attention to the latter. 

The panic of 1893 was apparently not due to abnormal spec- 
ulative expansion. It is commonly believed to have been a 
money panic. The business community feared that the United 
States would go upon a silver standard, and when, following the 
closure of the British India mints to silver, the price of that metal 
suddenly dropped, the runs on the banks began. Probably the 
fear was, so far as it was definitely formulated, that money left 
on deposit in the banks might be repaid in silver or silver cer- 
tificates. At the time, that money was as good as any other, 
but there was no telling how long it would be. Ready cash of 
any sort was preferred to the obligations of the banks. 


THE CRISIS OF 1893. 


Deposits Reserves Ratio of Index* Percent 

of Na- of Na- Deposits Number Rise Two-name Virtual 
Date tional tional to of of 60-day Interest 

Banks Banks Reserves Prices Prices Paper 
1890 $1,522 million $281 million 5.4 115 1.1 6.0% 4.9% 
1891 1,535 310 50 1163 —7.2 5.7 12.9 
1892 1,753 366 48 10779 —32 43 7.5 
1893 1,557 289 54 1044 —106 7.1 17.7 
1894 1,678 439 38 8693.2 16 3.4 5.0 
1895 1,736 383 45 91.7 - gf 


* The index numbers of prices here used are those of the Bureau of Labor, 
Bulletin 81, March, 1908. They are averages for each year. 


It will be noticed that although there is an expansion of depos- 
its in 1892, there is not a higher ratio of deposits to reserves 
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than in the previous years. This may be partly due to a build- 
ing up of bank reserves after the slight crisis of 1890-91, but it 
is at least evident, whatever the cause, that deposits had not 
expanded unduly in relation to their support. The relation of 
deposits to reserves was very high in 1893, but this was due, 
not to an expansion of deposits, which in fact had fallen off 
decidedly,!® but to a depletion of the reserves consequent on the 
runs on the banks. The column for reserves shows, as we 
should expect, a considerable building up in the next year. 
Thus, with a greatly decreased deposit currency and money 
withdrawn from circulation to serve as reserves for it, we are 
prepared to find, as we do, a drop in prices of considerable extent. 
We should expect to find, also, however the panic was caused, 
a high rate of interest in the panic year because of the sudden 
scarcity of currency before alluded to. This we find. It is not, 
however, the culmination of a gradually rising rate, but a high 
rate suddenly occurring without much warning. It is also, 
because of the great drop in prices, a tremendously high virtual 
rate. The panic of 1893, then, is in some ways a striking con- 
trast to the others we have considered, and it is a contrast in just 
the ways we should expect it to be. On the other hand, it has 
in common with them the credit slump, the panic rates of inter- 
est, the large reserves in the succeeding year, and the abrupt drop 
in prices. 


THE CRISIS OF 1907. 


I st, 

Deposits Reserves Ratio of Index* Per cent 

of Na- of Na- Deposits Number Rise Two-name Virtual 
Date tional tional to of of 60-day Interest 

Banks Banks Reserves Prices Prices Paper 
1904 $3.31 billion $658 million 5.0 113.2 4 4.29% 3.5% 
1905 3.78 649 58 114 53 43 —10 
1906 4.06 651 6.2 120 66 5.7 —0.9 
1907 4.32 692 6.2 127.9 —I.4 6.4 7.8 
1908 4.38 849 5.1 125.7 ~ 4.4 ae 


*Index numbers of prices in this table are those of the Bureau of Labor 
and relate to January of each year in question. In this table, therefore, the 
column headed “per cent. rise of prices” indicates the per cent. rise during the 
year in question, or from January of that year to January of the next. 


Hence, the figures for virtual interest are more reliable than in the previous 
tables. 


* The panic began in this case before the middle of the year, and as the 
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The panic of 1907 is again the culmination of a typical credit 
cycle. Here we find the increase of deposits, and especially an 
increasing ratio of deposits to reserves, up to the crisis year, fol- 
lowed by a building up of reserves in the year after. Though 
deposit currency for national banks does not show a decrease 
in 1908, it is to be noted that the increase is much less rapid 
than before. We have also a rise of prices, reaching its culmi- 
nation in 1907 and then falling, and a similar rise of interest, 
succeeded by a fall. The theory that a low virtual rate of inter- 
est in the previous years furnishes a stimulus to the credit expan- 
sion, seems, in this case, to be extremely plausible, since the 
average virtual interest for the three previous years is scarcely 
above one-half of one per cent. 

Harry G. Brown. 
Yale University. 


figures for deposits and reserves are for the middle of the year, these figures 
show the effects of the runs on banks. Those effects are not shown in the 
figures for 1907, as the panic came in the fall. 
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NOTE. 


The United States Steel Corporation and the Panic of 1907. 
The United States Steel Corporation, as the largest industrial 
organization in the world, and as typical of the combinations 
resulting from the so-called trust movement, has been a subject 
of considerable interest and study to students of corporate finance 
and business men generally. The question of its financial 
stability and of the success of its price policy have, since its 
organization, been of considerable significance to the industrial 
and financial interests of the entire country. Until the fall of 
1907 the Corporation had not been called upon to stand the test of 
a period of serious business depression, and the successful 
weathering of such a period seemed to many quite problematical. 
The country has now passed through a period which, although 
comparatively short, was one of the most severe ever experienced, 
especially as regards the iron and steel industry.’ 

The Corporation started on its career in 1901 over-capitalized 
to the extent of several hundred million dollars. In the exchange 
of securities, the aggregate capitalization of the ten smaller com- 
binations which were joined to form the United States Steel Cor- 
poration was increased by more than three hundred million 
dollars. Most of these constituent companies had already been 


* As to the severity of this period of depression, and the value of the period 
as a test of the stability of the Steel Corporation, the Commercial and 
Financial Chronicle said editorially, on three different dates as follows: 
“* * * the country has scarcely ever had—certainly not in recent decades— 
any such severe period of business depression as it is experiencing at the 
present time” (March 28, 1908). “The iron and steel trades have been 
notoriously subject to sharp ups and downs, but in his annual report, issued 
two weeks ago, Mr. Swank, who is admittedly the highest authority, makes 
the statement that so violent, instant and wide-spread reaction as the iron 
trade has experienced since last October is entirely without precedent” 
(August 1, 1908). “In trade and mercantile affairs the year 1908 was one of 
intense depression, relieved only by a partial recovery the latter part of the 
year. It is probably no exaggeration to say that the industrial paralysis and 
prostration was the very worst ever experienced in the country’s history” 
(January 2, 1909). 

* Burglund, “The United States Steel Corporation,” p. 103. 
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considerably over-capitalized when they were formed a year or 
two before; it has been estimated that $240,000,000 of the 
capitalization of seven of them represented no tangible assets.’ 
The first annual report of the Corporation showed a bonded debt 
amounting to $360,754,327, which was later increased in 1902 
$150,000,000 by the well-known bond conversion scheme. 

There has, therefore, always been considerable doubt in the 
minds of many, and among them recognized authorities on cor- 
porate finance, as to the ability of the Corporation to meet its 
obligations, if forced to endure a period of business depression.* 
It was pointed out a short time after the Corporation was 
organized that should prices and earnings in the steel trade in the 
future follow the direction of their past history, it would be 
impossible for the Steel Corporation to pass through a period of 
depression successfully.° It was assumed that the Corporation 
would not have the necessary control over prices, and also that it 
would not be able to appropriate from earnings enough to 
strengthen its position against hard times. The recent period of 
depression, following the panic of 1907, has thrown some light on 
these questions. 

That the management of the Steel Corporation has seen the 
necessity of strengthening the position of the concern is readily 
seen by the liberal policy of appropriations from earnings for 
extensions and additions to plants. Take for example the year 
1906. The net earnings for this year were $156,624,000, and 
out of this a round fifty million dollars were applied toward 
capital outlays or in the discharge of capital obligations, entirely 

* Burglund, “The United States Steel Corporation,” p. 108. 

*“Tn so far as the capitalization of the Steel Corporation was based upon 
earnings, it was so based in a period of good times. What the several con- 
stituent companies could earn during normal times, or during an epoch of 
depression, was a matter of uncertainty. In 1896 and 1897 the Carnegie Steel 
Company is said to have earned between one-sixth and one-seventh of its 
net income in 1900; while during the same period the Illinois Steel Company 
passed all dividends and was reported to be falling behind in meeting current 
expenses. As these two companies were among the most powerful then 
existing, they may be said to typify conditions which must be taken into con- 
sideration in capitalizing an iron and steel combination.” (Burglund, “The 


United States Steel Corp.”) 
* Meade, “Trust Finance.” 
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separate from the usual appropriations for depreciation and 
extinguishment funds, replacement and improvement funds, and 
for sinking funds for the bonds of the Corporation and its 
subsidiaries, which amounted to a total of $34,707,000. In 
other words, $84,707,000 went to provide additions and improve- 
ments to the various properties, or was used in the extinguish- 
ment of outstanding capital obligations, while only a little over 
thirty-five million dollars were distributed in the shape of 
dividends.* 

The significance of this policy is seen, when we consider the 
enormous total which these appropriations reach for the whole 
period since the organization of the Corporation. The Com- 
mercial and Financial Chronicle® gives this total up to the end of 
1907 as $402,848,076. Over four hundred million dollars of the 
net earnings of the Corporation have been put back into the 
property. From this it is evident that, if all the common stock, 
the amount of which outstanding on December 31, 1907, was 
$508,302,500, represented nothing but speculative profits and no 
actual cash investment, it is rapidly being paid for from earnings. 

The result of these expenditures on the productive capacity of 
the Corporation is shown in the following table,® which gives the 
increase in capacity from the date of organization to 1907: 

Percent. of Per cent. of 


and per cent. 
improvements. 


Pig iron r 46.62% 63.12% 
Steel 56.64 
Blooms, billets and slabs J 61.77 
Sheet and tin plate bars 89.05 
Finished steel and iron products... 14.32 Y 44.33 


From this table it will be seen that the Corporation in less than 
six years has increased the productive capacity of its various 
departments from 44 per cent. in the case of one to 8g per cent. in 
another. 


*Commercial and Financial Chronicle, March 16, 1907. 

*2 per cent. on common required $10,166,050, and 7 per cent. on preferred 
$25,219,677. 

*Commercial and Financial Chronicle, March 21, 1908. 

*Ibid., March 16, 1907. 
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The importance of increasing the productive capacity will be 
more easily seen when we consider what would have happened, 
if the Corporation had not reinvested this four hundred millions 
to maintain its place in the industry. The Corporation made in 
1908 slightly more pig iron in proportion to the total production 
of the country than in 1907,'° and its production of steel in 
1908 had practically the same ratio to the total production of the 
country as in the year previous, about 56 per cent.’?_ In 1901 the 
Corporation had produced about 66 per cent.’* of the country’s 
steel, and as this was a year of good demand for iron and steel 
products, we may assume that the mills were operating at 
approximately their full capacity. On this basis, the steel 
capacity of the Corporation was about 9,000,000 tons in Igor. 
Assuming that this capacity had not been increased during the 
next six years, the Corporation would only have been able to 
produce about 38 per cent. of the country’s steel in 1907, instead 
of 56 per cent. Now we have seen that in the year of depression 
the Corporation produced approximately the same proportion of 
the total output of the country as in the prosperous year pre- 
ceding. We may assume, therefore, that it would have had 
somewhere near the same proportion of business in 1908 as in 
1907, whatever its actual capacity in tons might be, and, under 
the conditions assumed above, this would have been about 38 per 


* The Corporation’s percentage of the total production of the country was 
41.9 per cent. in 1907 and 43.5 per cent. in 1908. 

*Tn 1908 the Corporation produced 56.2 per cent. of the country’s steel as 
against 56.4 per cent. in 1907. 

* Annual Report of the United States Steel Corporation for 1908. 

Note.—The chart on the next page shows the net earnings during the years 
1907-1909, distributed as follows :— 

(1) The amount of expenses in the nature of fixed charges; ie. sinking 
funds, and interest for bonds of the Corporation and subsidiaries, depreciation 
funds, etc. 

(2) The amount distributed as dividends. 

(3) The surplus earnings remaining after dividends have been paid; 
including special appropriations for improvements and construction, and the 
undivided surplus which is eventually used in a similar way. 

Dividends for the fourth quarter of 1909 include an extra dividend 
of % per cent. on the common stock (amounting to $3,812,269), making the 
total paid for the year 4 per cent. 
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cent. Now 38 per cent. of the country’s steel production in 
1908'* would amount, in round numbers, to 5,300,000 tons, as 
against the 7,838,713 tons which the Steel Corporation actually 
produced in that year. In other words, the steel production of 
the Corporation would have been about 32 per cent. less than it 
actually was for 1908, and the disastrous effect on earnings can 
easily be imagined. If we add to this loss by decreased amount 
of business the probable loss due to considerably less influence in 
maintaining prices, which would be the natural result of a 
materially smaller proportion of the country’s output, we have a 
situation which would have undoubtedly shaken the financial 
integrity of the Corporation to a very serious extent. 

The depression, however, instead of endangering dividends, 
simply checked the policy of further additions to the property 
during the time of depression. This does not mean that no contri- 
butions of any kind were made from earnings to improvement or 
debt extinguishment funds; only the large special appropriations 
were rendered impossible. Over twenty-two million dollars were 
contributed to improvement, depreciation and debt extinguish- 
ment funds, and still a surplus of more than ten million dollars 
remained, after paying the regular 7 per cent. dividend on the pre- 
ferred stock and 2 per cent. on the common. This excellent 
showing in the face of extremely adverse conditions must not be 
solely attributed to the large appropriations from earnings, how- 
ever, for even with these the Corporation would have been in 
danger of not earning enough for dividends, had it not been for 
the firm adherence to the price policy adopted at the formation of 
the organization. 

The well-known policy of the Steel Corporation has been to 
introduce greater stability in iron and steel prices, which have 
always been notoriously subject to violent oscillations. It has 
maintained prices relatively low in times of prosperity, when it 
could easily have raised them, thus lessening the inducement to 
others to enter the industry, and making competition in times of 
depression less severe. A period of comparative calm and order, 


* Production of Bessemer and open-hearth steel in the United States in 
1908 was given by the U. S. Geological Survey as 13,953,484 tons. 
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in which the only disturbing features have been in lines in which 
the Steel Corporation was not yet dominant, has succeeded a 
condition where everything was uncertain and unstable.'* “Since 
the formation of this organization, the fluctuations in the prices 
of iron and steel have been less marked than in any other period 
of similar length since 1860.”1° The maintenance of prices 
during the year of depression, 1908, was of great importance not 
only to the Corporation, but to its customers and to the whole 
country. 

The falling off in Bessemer steel production and the complete 
collapse in the iron and steel industry must, in a very great 
measure, be ascribed to the absence of railway orders. For more 
than a year previous to the panic the railroads had been having 
difficulty in obtaining new capital for extension and improvement 
work, and during 1908 it was practically impossible. At the 
same time railway earnings were almost cut in two, and a very 
marked curtailment in railway expenditures for equipment took 
place. In 1907 the railroads of the United States, Canada and 
Mexico spent over $475,000,000'* for equipment, and the corre- 
sponding expenditures for 1908 were only about $130,000,000.'® 
The number of freight cars built in 1908 is estimated at 78,000, 
as against 290,000 in 1907, and the number of locomotives at 
2,342 compared with 7,362.1® The production of all kinds of steel 
rails in the United States in 1908 was reported as 1,921,611 tons, 
compared with a total of 3,633,654 tons in 1907, representing a 
decrease of over 47 per cent.‘ The railroads could not get new 
capital until confidence returned, and consequently in a period of 
depression their purchases of equipment were restricted to 
absolute necessities. 

Under these circumstances, unrestricted competition and 
greatly reduced prices would not have stimulated demand 
materially above that required by the barest necessities for carry- 
ing on business. In this respect iron and steel products differ 
from the necessities of life in the conditions of their production 


“Meade, Quarterly Journal of Economics, XXII: 452-456 (May, 1908). 
* Burglund, “The United States Steel Corporation.” 

**Commerical and Financial Chronicle, February 6, 1900. 

* Annual Report of the American Iron and Steel Association, 1908. 
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and demand. Iron and steel is purchased for the construction of 
office buildings, railroads, ships and machinery, for the profit 
which may be obtained from their operation, and the demand is 
more directly influenced by conditions of trade and the prospect 
of profit from the use of the article purchased than by the price.'® 

A reduction in the price of steel under such conditions would 
be a matter of small consequence to consumers of steel products, 
demand would be increased to no appreciable extent, and the 
earnings of the steel companies would be decreased to no purpose 
except an insignificant saving to each consumer. An unsettled 
condition of prices would, in addition, be a considerable handicap 
to the restoration of confidence and settled business conditions, 
and the inevitable disturbance to the Steel Corporation’s finances 
would result in further serious disturbances in the general finan- 
cial situation. 

As a result of the Steel Corporation’s price policy there was 
greater stability in steel prices during 1908 than in any previous 
period of depression. Iron and steel prices are two more or less 
distinct propositions as regards the price policy of the Corpora- 
tion; the percentage of the country’s production of pig iron is 
considerably less than that of steel, and the Corporation does not 
produce pig iron for the market, but uses it all for conversion into 
steel. At times, even, the Steel Corporation buys pig iron in the 
market. It can not, therefore, exert as much influence in the pig 
iron market as it can in steel, and consequently pig iron prices 
have not been as stable as steel prices, although the fluctuations 
have been less than before the organization of the Corporation. 
For purposes of comparison take steel billets at Pittsburg. In 
March 1900 the price was $35.00, and by September of the same 
year the price had dropped to $17.50; a decline in six months of 
$17.50. During 1907 the highest average monthly price, which 
was the highest since April 1903, was reached in June when 
it was $31.00, and the lowest average monthly price during 1908 
was $25.00'* in July, The decline here was only $6 as compared 


“For a more complete discussion of this theory of production and demand 
in the iron and steel trade see Meade, “The Price Policy of the Steel Corpora- 
tion,” Quarterly Journal of Economics, XXII: 452-456 (May, 1908). 

“This and preceding prices are taken from The Iron Trade Review, 
January 6, IgIo. 
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with one of $17.50 in six months in 1900, and this in the face 
of “a shrinkage in the steel output of the country which for 
mere magnitude has never been equalled on any previous occa- 
sion.”2° If the yearly averages are compared, the figures are 
still closer; the average yearly price for 1907 was $29.25 com- 
pared with $26.31 for 1908.*2_ In the annual report of the Cor- 
poration it is stated that in the domestic trade the prices received 
for steel products shipped during 1908 averaged substantially the 
same as those received the previous year.*? It will be seen there- 
fore that prices were maintained within reasonable limits in the 
face of almost fifty per cent. decrease in demand. To the success 
of this policy must be attributed the fact that no general wage 
reductions to the several hundred thousand employees of the steel 
plants were deemed necessary during 1908, and it certainly had 
considerable influence on the financial conditions of the smaller 
and weaker steel manufacturers during this period of trade 
prostration. This stability was directly due to the price policy of 
the Steel Corporation, and the harmonious cooperation of the 
larger independent concerns. 

While there had occurred a spurt in business activity and in 
the demand for iron and steel products immediately before and 
after the presidential election, conditions soon became dull again, 
and Iron Age reported that there was some disappointment at the 
manner in which new business had flattened out in January 
(1909), although January is usually considered a quiet month in 
the trade. Railroad reports showed that they were still materially 
curtailing disbursements. Under these conditions many of the 
smaller steel manufacturers, who had not been codperating with 
the leading concerns, showed a disposition to cut prices below 
those generally being maintained. 

Giving this as one of the reasons for their action, Judge Gary, 
Chairman of the Executive Committee of the Steel Corporation, 
announced on February 19 that the leading manufacturers of iron 
and steel had “determined to protect their customers and for the 
present at least to sell at such moderate prices as may be necessary 


*” Commerical and Financial Chronicle, March 6, 1909. 
* Annual Report of the American Iron and Steel Association, 1908. 
* Annual Report of the United States Steel Corporation, 1908. 
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with respect to different commodities in order to retain their fair 
share of the business.’’** In other words, the Corporation had 
abandoned fixed schedules and a price policy which it had main- 
tained since its organization. That the reason which Judge Gary 
gave was the sole reason for this abandonment of the established 
price policy seems doubtful, in view of the fact that the Corpora- 
tion maintained its full share of the country’s steel business 
throughout the year of great depression. The other leading 
manufacturers were acting in harmony with the Steel Corporation 
in this matter of prices, and it does not seem probable that price 
cutting by the smaller independent companies, controlling only 
a very small percentage of the business, would affect their business 
so seriously as to demand the abandonment of a cherished policy 
which had always been strictly adhered to up to that time. There 
is a hint in Judge Gary’s statement of another reason. Among 
the factors which influenced the smaller concerns to cut prices, 
he mentions the fact that Congress was then considering the new 
tariff. That the purpose of this move was to impress on Congress 
the serious effect on business, in the event of a tariff compelling 
reduced prices on iron and steel products, can not be definitely 
stated, but it is a possibility. 

This declaration of the Steel Corporation was followed by price 
reductions which resulted in business being brought almost to a 
standstill, for consumers naturally held off awaiting further reduc- 
tions. Prices generally reached their low mark for the year in 
April, when there was a turn for the better and prices continued 
to rise throughout the remainder of the year. The market was 
slow, however, through spring and early summer, but toward the 
end of the first half-year general trade conditions became better, 
and trade activity increased, until by the end of the year iron and 
steel production was breaking all previous records. 

The effect of this price cutting on the Corporation’s earnings 
gives some indication of what the effect would have been had 
prices been reduced early in 1908. The Corporation’s net earn- 
ings for the first quarter of 1909 were about $3,300,000 less than ; 
the net earnings for the previous quarter.** If this had occurred r 


* Commercial and Financial Chronicle, February 20, 19009. 
* The net earnings for the last quarter of 1908 were $26,225,000, and for 
the first quarter of 1909 $22,921,000. 
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in the early part of 1908, concurrently with the extreme trade 
prostration, the earnings, reduced as they were from $160,965,- 
000 in 1907 to $91,826,000 in 1908, would have been further 
reduced to the extent of endangering not only the common but 
the preferred dividends. As it was, the price reduction did not 
come, until trade conditions had begun to improve, and prices 
were soon on the upward turn. 

The stability of the Corporation throughout the period of 
depression was, therefore, directly due to the large appropriations 
from earnings to maintain the Corporation’s place in the industry, 
and thus make possible the maintenance of the price policy, which 
in itself was an important factor, throughout the worst part of 
the period of business depression. 

It must not be thought, however, that simply because the Cor- 
poration has passed through the recent period of depression with- 
out failing to earn its dividends, it will necessarily be able to 
successfully weather the next financial storm without a continu- 
ance of the policies of its management heretofore adhered to. The 
demand for iron and steel products is already breaking all previ- 
ous records, and under its influence the productive capacity of the 
country’s mills will be largely increased. The Corporation will 
have to keep pace with the growth in the industry, and make 
further large appropriations from earnings for improvements and 
additions in order to maintain its place in the industry against 
the next period of depression, which is sure to come sooner or 


later. 
G. B. GouLp. 
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A Documentary History of American Industrial Society. 
Edited by John R. Commons, Ulrich B. Phillips, Eugene A. 
Gilmore, Helen L. Sumner, and John B. Andrews. Prepared 
under the auspices of the American Bureau of Industrial 
Research, with the codperation of the Carnegie Institution of 
Washington. With preface by Richard T. Ely and introduc- 
tion by John B. Clark. Cleveland: The Arthur H. Clark 
Company, 1910—10 Volumes. 


Volumes I and II, “Plantation and Frontier,” by Ulrich B. Phil- 
lips. Volumes III and IV (with Supplement), “Labor Con- 
spiracy Cases, 1806-1842,” by John R. Commons and Eugene 
A. Gilmore. 


From the General Preface to the series, one learns that this 
somewhat ambitious work originated with Professor Richard T. 
Ely of the University of Wisconsin, through his own experience 
in attempting to make an extensive collection of material upon 
the history of labor in the United States. Finding the task 
beyond the power of one man to accomplish, he finally succeeded, 
in 1904, in organizing the American Bureau of Industrial 
Research, for the purpose of preparing a complete history of 
American industrial society. He secured as collaborators those 
whose names now appear as editors. Through their efforts, 
with the assistance of others, and with the codperation of the 
Carnegie Institution, a remarkable collection of material upon 
American industrial history has been made. 

With this large amount of material gathered, much of which 
was rare, it was but natural that there should arise a feeling 
of obligation to print some of the most important documents 
for the benefit of students to whom the collection itself was not 
accessible. Four volumes have now been published as the first 
fruits of that praiseworthy effort. 

Whether or not one can go as far as Professor Clark, in his 
General Introduction, that American history reflects the larger 
history of the world with respect to the connection between eco- 
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nomic motives and historical events, is immaterial. It is also 
unnecessary to accept his plea that out of such material as this it is 
possible to contribute to a philosophy of general history. It is 
not necessary to believe in the so-called “economic interpretation 
of history” to recognize the importance of the economic side 
of American development. A series like the present one is pri- 
marily of value to students of economics, but it is of almost equal 
value to students of history, and in particular to students of 
American history. The service which it renders is dependent 
largely upon the methods which have been followed and the skill 
with which the work has been done. 

The first two volumes are entitled “Plantation and Frontier.” 
They are edited by Professor Ulrich B. Phillips of Tulane Uni- 
versity, well known through his researches in Southern history. 
It was his aspiration, as expressed in his Introduction, “to pre- 
sent through the documents a reasonably full view of southern 
industrial society.” The material is somewhat elaborately 
classified in twenty-three sections under such headings as ‘Plan- 
tation Management,’ “Plantation Routine,’ “Overseers,” 
“Negro Qualities,” “Immigrants,” “Frontier Settlement,” and 
“Frontier Society.” Within these sections upwards of 400 doc- 
uments varying in length from a few lines to many pages, have 
been grouped in over 170 subdivisions. These subdivisions, 
however, were made with reference to the material selected, and 
do not in any sense constitute a logical analysis of the subject 
in hand. 

This scheme of arrangement is full of suggestion to the 
student of Southern history. It reveals a knowledge of the 
subject that augurs well for the “History of the South’ which 
it is rumored that Professor Phillips is some day going to write. 
But to the mind of the present reviewer, therein lies the funda- 
mental weakness of these volumes. Many of the documents are 
brief, or merely extracts. It is evident that they have been 
chosen to illustrate conditions or phases of development which 
are perfectly clear to the editor. But to the average student 
they are in many cases misleading and sometimes they are 
unintelligible. For example, one item in the eyes of the editor 
“is a gem of special value.” It is an advertisement of seven 
lines from the Virginia Gazette of 1767. Its substance is 
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“WANTED SOON * * * A Farmer who will undertake 
the management of about 80 slaves, all settled within six 
miles of each other, to be employed in making grain.” Taken 
by itself, the advertisement would have little meaning, and even 
with the editor’s supplementary title of “An advertisement for 
a riding boss to manage a scattered slave peasantry,” and his 
previous explanation that it suggests “An answer to the ques- 
tion what régime could replace the plantation system in case 
of its abandonment,” it is of doubtful value, or liable to be 
misunderstood. A single item of this sort may illustrate some- 
thing—but what? And to what extent did these particular con- 
ditions prevail ? 

Other documents, however, are of a different type. The first 
one of the ccllection—under “Plantation Management’’— 
“Standards of Managerial Duty,” consists of the instructions 
given by an owner to his agent in 1759 for the management 
of his plantation. Such documents, and there are many such, 
are really illuminating. 

Another serious criticism arises out of the order of arrange- 
ment of the various documents. Under “Types of Plantation,” 
eleven items, covering only thirteen pages, are divided as fol- 
lows: Virginia tide water, 1767 and 1774; Virginia Northern 
Neck, 1771; A rice estate on North Carolina coast, 1825; 
A sea-island cotton estate, 1825; Georgia uplands, 1800; Red 
River establishment, 1849; Shenandoah régime, 1823 and 1799; 
East Tennessee, 1823; A vast sugar estate, 1863. To one 
who is not familiar with the whole subject, such scattered and 
irregular items are of little service and are liable to misinter- 
pretation. Indeed, the reviewer has found the greatest value of 
these two volumes in the outline presented by the editor in his 
Table of Contents and in the short sketch in the Introduction, 
together with such of the documents as are frankly descriptive. 
When the editor writes, as it is hoped he will write, his economic 
and industrial history of the South, then this series of selections 
will be materially helpful in illustrating various phases and con- 
ditions. In the meantime, some of the documents will be use- 
ful, but the collection as a whole will hardly serve the purpose 
for which it was intended. 
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The third and fourth volumes, covering the so-called “labor 
conspiracy cases,” differ radically from the first two volumes 
both in subject and in method of treatment. In the opinion of 
the present reviewer, they merit unqualified praise. 

In an excellent introduction, based upon an article he has 
recently published, Professor Commons, of the University of 
Wisconsin, has traced the stages of American industrial society 
from the guild to the factory. Accepting his fundamental prin- 
ciple that it is the extension of markets rather than the tech- 
nique of production that determines the organization and policies 
of industrial classes, it is a comparatively simple matter to place 
the present volumes in their relative position in our industrial 
history. With the increase of population and improved means 
of transportation came a widening of the market, and the retail 
merchant began to engage in wholesale trade. Price rather than 
quality was the determining factor, and as wages were the 
important element in fixing the price, the struggle between cap- 
ital and labor was begun. The merchant was interested in 
reducing wages, but the wholesale price was made before the 
work was done, and if the workmen took advantage of this con- 
dition and demanded higher wages after the order was accepted, 
the employer was compelled to fight. 

This was the situation when the journeymen shoemakers of 
Philadelphia organized a strike in November, 1805, were indicted 
for conspiracy, and were brought to trial in 1806. The case is 
known as the Philadelphia Cordwainers, 1806, and it was the 
first of the cases turning upon the important question of the 
“open” or “closed” shop. There were eighteen cases in all, 
culminating in 1842 with the decision of Mr. Justice Shaw of 
Massachusetts in Commonwealth vs. Hunt. 

These eighteen cases comprise the Labor Conspiracy Cases 
which are the subject of the volumes under consideration. Four 
of the cases are given only by title, with reference to reports that 
are accessible in most public law libraries. Six other cases were 
reported by stenographers or the counsel employed and were 
privately printed and sold to the public. Most of these reports 
are rare, in some instances only one copy being found in exist- 
ence. These reports are here reprinted practically verbatim, as 
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the editors have taken only the permissible liberty of cutting 
out legal repetitions and irrelevant matter, and have indicated 
such omissions with brackets or footnotes. In the cases where 
there is no report, newspapers have been searched, and so much 
as pertains to the actual progress of the trials is here reprinted. 

From the statement that has been made it is evident that these 
later volumes differ markedly from the first two volumes of the 
series, in that the compilation of material has been exhaustive. 
So particular have the editors been in this regard, that as they 
were compelled by limits of space to cut out from the fourth 
volume the two cases of the Thompsonville Carpet Weavers, 
1834-1836, they have published a supplementary volume of 136 
pages containing these cases. 

All of the cases are more or less alike, and from the few that 
have been reported in full, it is possible to obtain a clear under- 
standing of the rest. Aside from the inherent value of the 
legal doctrines involved, it is possible to extract from the detailed 
reports a vast amount of information. In the testimony and 
cross-questioning of witnesses, and in the arguments of counsel, 
are to be found detailed descriptions of the industrial and com- 
mercial conditions of the time. 

If the editors fulfill their promise and in future volumes pre- 
sent contemporary material, bringing out the labor movements 
behind these conspiracy cases, they will increase the great obliga- 
tion under which students of the subject have already been 


placed. 
MAX FARRAND. 


Yale University. 


My Life in China and America. By Yung Wing, A.B., LL.D. 
(Yale), Commissioner of the Chinese Educational Commis- 
sion, Associate Chinese Minister in Washington, Expectant 
Tao-tai of Kiangsu. New York: Henry Holt & Co., 1909— 
8vo., pp. vi, 286. 

There are enough elements of interest in this autobiography 
to justify its place among the most important books of the year. 
Yung Wing was born in a village on one of the islands in the 
Pearl River estuary near Macao, when Europeans in China were 
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strictly confined to that little settlement and to the factories at 
Canton, their trade being conducted by chartered companies, as 
in the Hansa towns during the fifteenth century, under no treaty 
sanctions. At the age of seven he was taken to Macao to be 
taught English by the wife of a missionary. It was the boy’s 
first experience with foreigners. 

“On my untutored and unsophisticated mind,” he writes, “she made a deep 
impression. As she came forward to welcome me in her long and full 
flowing white dress, surmounted by two large globe sleeves which were 
fashionable at the time and which lent her an exaggerated appearance, I 
remember most vividly I was no less puzzled than stunned. I actually 
trembled ail over with fear at her imposing proportions—having never in 
my life seen such a peculiar and odd fashion. I clung to my father in 
fear. Her kindly expression and sympathetic smiles found little appreciative 
response at the outset as I stood half dazed at her personality and my 
new environment. For really a new world had dawned upon me.” 


It is an interesting fact that from his transfer a few years 
later to a school in Hongkong until his graduation at New Haven 
the boy remained under the influence of Yale teachers. Two 
of them, S. R. Brown and William A. Macy, famous missionaries 
in their day, were instructors in the Morrison Educational 
Society School, and when the former of these took Yung Wing 
with him to America, he was naturally placed under a Yale pre- 
ceptor, Rev. Charles Hammond, principal of Munson Academy, 
whence he found his way to Yale. His desire to remain in 
America prompted him to refuse an offer from some British 
merchants in Honkong to continue his studies in Edinburgh, and 
when he had secured his college degree with the class of 1854— 
not without struggles against poverty but with high distinction— 
he had acquired enough of the spirit of that institution to deter- 
mine to carry it back to his countrymen. 

The far-reaching results of this resolve can hardly be over- 
estimated. Because of his conviction that America rather than 
Europe provided the type of education which China needed, 
Yung Wing secured from his government a grant to defray the 
cost of school and college training in this country for 120 
selected boys of about twelve years of age, and largely through 
their influence America has since remained the Mecca of her 


progressive and eager youth. 
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In many respects the creation of this Educational Commission 
of 1872, which will ever be associated with the name of Yung 
Wing, was one of the most remarkable steps ever taken by the 
rulers of China. When we recall the intellectual self-sufficiency 
of that empire and the fact that during its long history it had 
never acquired any item of importance from other nations, we 
are not surprised that it needed a dozen or fifteen years for the 
young enthusiast to gain a hearing for his plan. The marvel 
is that he should have succeeded at all. He attributes his event- 
ual good fortune to the support of the great Viceroy Tséng 
Kwoh-fan, whose victorious career in the Taiping and Nienfi 
rebellions had made him by 1865 the most powerful man in 
China, and whose abilities and vision of the future surpassed that 
of his contemporaries in high position. To secure the endorse- 
ment of a man like this was actually more effective than to apply 
to the Throne itself, for in affairs of the first importance the 
Imperial House of China cannot move without the cooperation 
of its great satraps. 

The history of the Commission is probably familiar to most 
readers of this review. The author’s account of its inception 
and demolishment is pregnant with meaning to those who 
understand the character of the Chinese literati and can estimate 
properly the insidious influences of bigotry and corruption domi- 
nating their political influence. Here State polity shrinks to a 
mess of private intrigue conditioned only by fears of jealous 
superiors and the abiding prejudices of the populace. Yet there 
are exceptions. A few at the top are not only disinterested and 
patriotic, but capable of great breadth of view, and there were 
always those who would at least listen to Yung Wing. His hour 
of triumph arrived when, at last, he gained the ear of Tseng 
Kwoh-fan. Though in theory China is autocratically governed, 
the control in great crises has ever been given to the man, what- 
ever his origin, who could successfully cope with the situation. 
And such was the man he found. In order to suppress the most 
terrible rebellion modern China has ever known, the revenues of 
seven or eight provinces had been handed over to Tséng, who 


“was literally and practically the supreme power of China at the time. But 
true to his innate greatness he was never known to abuse the almost unlimited 
power that was placed in his hands, nor did he take advantage of the 
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vast resources that were at his disposal to enrich himself or his family, 
relations or friends. Unlike Li Hung-chang, his protegé and successor, who 
bequeathed 40,000,000 taels to his descendants after his death, Tséng died 
comparatively poor and kept the escutcheon of his official career untarnished 
and left a name and character honored and revered for probity, patriotism 
and purity. He had great talents but he was modest. He had a liberal 
mind but he was a conservative. He was a perfect gentleman and a noble- 
man of the highest type.” 


Yung Wing’s first audience with the great man in 1863 showed 
that he was not then prepared to discuss proposals for an 
ambitious educational scheme. But he wanted rifles made in 
China, and the graduate of Yale was forthwith despatched to 
secure the requisite machinery in New England. When the 
workshop near Shanghai was in operation a mechanical training 
school was established “as a corollary to the arsenal,’ and 
presently the great hope of a lifetime was fulfilled by Tséng’s 
endorsement of Yung Wing’s educational proposition, and in 
1871 a Hanlin scholar was associated with him to organize the 
now famous Commission. Unhappily, upon the death of the 
great statesman in that year, the consummation of the design fell 
to Li Hung-Chang. 

“Li,” he says, “was of an altogether different make-up from his distin- 
guished predecessor and patron. He was of an excitable and nervous tem- 
perament, capricious and impulsive, susceptible to flattery and praise or, as 
the Chinese laconically put it, he was fond of wearing tall hats. His out- 
ward manners were brusque but he was inwardly kind-hearted. As a states- 
man he was far inferior to Tséng; as a patriot and politician his character 
could not stand for a moment before the searchlight of cold and impartial 
history.” 

Yielding to reactionary pressure, Li allowed the Chinese 
students to be recalled from America in 1881, ostensibly because 
they were becoming demoralized, actually because of the misrep- 
resentations of one Wu Tsz-tung, a malignant Confucianist sent 
out as Yung Wing’s coadjutor. Yet on receiving the latter in 
Tientsin when all was over, Li with magnificent effrontery rated 
him for obeying the imperial mandate, intimating that it was only 
intended to be observed in a Pickwickian sense. Such was Li, 
and such is still the political fashion of Chinese politics. 

After a residence of thirteen years in America, the author 
was once more summoned to China, upon the termination of her 
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war with Japan, to discuss plans for a national loan with the 
Viceroy, Chang Chi-tung, the third of the great trio who con- 
trolled the national destinies outside of the Palace until the Boxer 
uprising. But, says the writer, 

“in Chang Chi-tung I did not find that magnetic attraction which at once 
drew me to Tséng Kwoh-fan when I first met him at Ngan-Khing in 1863. 
There was a cold, supercilious air enveloping him which at once put me on 
my guard. He was as reticent and absorbent as a dry sponge.” 

Upon Chang’s transfer to Wuchang, Yung Wing was not 
asked to follow him, nor did he receive further encouragement 
from Liu Kwan-yih, the new Viceroy, at Nanking. Without a 
patron one is helpless and unprofitable in political life in China, 
so the best-equipped man of his years in the empire, whose abil- 
ities and integrity had been tested in a dozen important under- 
takings, was left to his own devices in Shanghai while the 
reactionary party controlled the country. A project for creating 
a national bank of China was frustrated by the interference of the 
notorious Shéng Taotai of Shanghai; another to construct a 
railway between Tientsin and the Yangtse fell foul of German 
pretensions to control and exploit Shantung Province. Finally, 
being involved in the abortive reform movement of Kang Yu-wei 
and the young Emperor in 1898, the author was compelled to 
fly for his life to the protection of Hongkong. After a few 
years of hardship as a refugee with a price upon his head and 
in constant peril of assassination, he resigned the apparently 
hopeless task of trying to help his country despite herself and 
returned to America in 1902. 

Though unsuccessful in many plans, Yung Wing possesses 
the optimism of the true reformer and does not acknowledge fail- 
ure in his life purpose. He has seen his country awake from a 
long torpor, and if in the convulsion of change she has some- 
times followed false counsels and failed to comprehend the 
necessity for a consistent policy, he does not despair. He 
wastes no energy in recriminating those who thwarted his unsel- 
fish efforts or in deploring a generation greedy of graft, but 
with unswerving fidelity to his high ideals looks cheerfully for- 
ward to the great future when China shall have taken her place 
among nations. It gives one a new hope for that future to 
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reflect that he no longer stands alone in the desert of indifference 
and dislike, but that scores of his young countrymen whom he 
first brought to America are now at work remodeling the insti- 
tutions of China and yet other hundreds have already come over 
here consecrated to the same high purpose and determined, with 
the approbation now of their authorities, to carry out the pro- 
gramme of this pioneer of progress in the Far East. 


F. W. WILLIAMS. 
Yale University. 


University Addresses. By William Watts Folwell. Minneapo- 
lis: W.H. Wilson Company, 1909—pp. 224. 


Dr. Folwell has in the present work reprinted four educational 
addresses, viz., his “Inaugural Address’ as president of the 
University of Minnesota, delivered in 1869; his address on “The 
Minnesota Plan,” delivered before the National Educational 
Association at its annual convention held in Minneapolis in 1875 ; 
third, his address on “The Secularization of Education,” deliv- 
ered before the same association at its annual convention held in 
Saratoga in 1881; finally, his baccalaureate address on “The 
Civic Education,”’ delivered in Minneapolis in May, 1884, when 
he had resigned the presidency of the University of Minnesota, 
and he was looking forward with great expectations to his work 
as professor of Political Science, hoping to build up a strong 
department in that institution. The addresses have a few addi- 
tions in the form of insertions, recently written and printed in 
smaller type, giving later impressions and reviewing subsequent 
developments. 

This modest little book is a valuable contribution to our edu- 
cational history which no one interested in it can afford to neglect. 
It brings vividly before us the aspirations, the large plans, the 
great achievements and the sacrifices made to the common good 
by a noble race of pioneers. Early civilization in its progress 
always means the giving of self for others; the yielding up of 
personal ambitions that future generations may have advan- 
tages which the pioneers renounced for themselves. This 
all becomes clear to the reader of Dr. Folwell’s addresses; par- 
ticularly if the reader knows him personally, as do nearly all 
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American economists of the older generation, who remember his 
active participation in the meetings of the American Economic 
Association, and who think upon him with warm personal feel- 
ings in his retirement in his old age. 

Dr. Folwell had the mind and the training for excellent 
research and investigation in his special field of economics and 
political science, and could have won distinction in one of several 
different lines. But when we look through a sketch of his 
career, we see that other pressing work required his attention 
more urgently. Dr. Folwell has been first of all, a good citizen. 
Thus, the admirable park system of Minneapolis owes much to 
him as a commissioner of parks; also, he has done noteworthy 
work as president of the Minneapolis Society for Fine Arts for 
ten years. Charities and correction in Minnesota have also 
had his attention. But his chief strength has been given to his 
work as an educator, putting over fifteen years of his life in 
building up the University of Minnesota from insignificance to 
great power. 

Dr. Folwell’s “Inaugural Address” in 1869 is so broad, so 
catholic, so farsighted, that even now it sounds thoroughly mod- 
ern. Public service and scholarship are emphasized. The fol- 
lowing passage is noteworthy: 

The time is not distant when a Department of Public Health will be 
established in all universities, which will teach all that can be known as to 
the causes of epidemics, the sanitary conditions and control of cities, hospitals, 


asylums, prisons, school buildings, dwellings and all constructions and 
enclosures. 


The time was more distant than he anticipated, but the Uni- 
versity of Minnesota did establish such a department, unfortu- 
nately discontinued. Dr. Folwell adds in one of his insertions : 


This was a move to the rear. The University of Minnesota may some 
time be boasting that she was the first in America to open a “Department of 
Public Health.” 


Dr. Folwell was also a prophet working for the realization of 
his own prophecies in respect to the Civil Service, looking upon 
the State University as especially designed to elevate that service. 
The following passage is of special historical interest : 
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It may be expecting too much of the near future, but it is still gratifying 
to hope, that it [i. e. the University] may give to the American states and 
nation, some such system as that already long in use in England, and as 
proposed in Congress by Mr. Jenckes, of Rhode Island, a “civil service 
system” which will require candidates for public preferment to prove their 
fitness for the offices aspired to by passing examinations before impartial 
boards. If ever that day shall come when the state shall make such demands 
upon those whom she calls into her service, they in turn, will require with a 
certain justice that she furnish the instruction. If she do this at all, she must 
do it generously and freely, for there must never be in a republican country 
any position of honor or trust to which the humblest citizen may not 
aspire. 


“The Secularization of Education’”’ rebukes narrow sectarian- 
ism and fights vigorously the proposition that the State Univer- 
sity is “godless.” Dr. Folwell holds that subsequent experience 
has demonstrated the soundness of his position. 

The address on “The Civic Education’”’ has a pathos because 
it was denied to Dr. Folwell to realize his large plans for the 
development of a great department of the social sciences, but 
it is of value as showing some of us of a younger generation 
that in our up-building work in American universities we have 
gone farther than the fathers, not so much because we have 
a larger vision as because we have had larger opportunities as a 
result of their self-sacrificing toil. “We have entered into their 


labors.” 


RICHARD T. ELY. 
University of Wisconsin. 


Housing Reform. By Lawrence Veiller, New York: Charities 

Publication Committee, 19g10—pp. xii, 213. $1.25. 

Social workers of recent years have been fortunate in having 
text-books penned by men and women of live personality and a 
superabundant optimism which will not be suppressed in their 
writings. Erstwhile dry reading consequently has become enliv- 
ened by a personal touch which one cannot readily recall as char- 
acteristic of any similarly technical literature. In the present 
text, for example, the discriminating reader will be edified by 
the gentle humor which impels our author to stop ever and 
anon in his course to hurl a final judgment at any mooted prob- 
lem of human interest that comes within wireless range. 
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Mr. Veiller, however—or moreover, as one pleases—is ade- 
quately informed on housing reform. The pages of his book, 
so far as they are confined to the practical phases of that subject, 
are reliable and to the point. With the accompanying “Model 
Tenement House Law” (same author, Charities Publication 
Committee, $1.25), they form a proper and welcome guide to 
those interested in housing problems. There is a remarkably 
good chapter on the little understood technique of getting social 
measures through the legislature. 

Necessarily a practical handbook must deal with “things as 
they are.’’ It is well that we have returned along the course of 
natural living far enough to insist on reasonably pure air and 
some degree of daylight in all human habitations. And it is 
desirable that such progress as has been made should become 
standard practice through the spread of the text-books before 
us and by the activity of the National Housing Association and 
similar local committees. But substantially all American hous- 
ing reforms have stopped short of the one sine qua non of 


rational living—sunshine. No prosperous householder now- 


adays will deny his children sunny rooms to live and play in. No 
social worker, moving into the tenements, willingly takes up with 
sunless quarters. And among the normal tenement population 
any day natural selection may be seen at work, urging the 
stronger families like healthy plants into the air and sunshine 
of the upper and corner dwellings; while the weaklings drift 
unconsciously and unresistingly into what is left—into the sun- 
less lower-flocr apartments with their cheaper rents. There are 
doubtless many exceptions, as the heavy lady who can’t climb 
the stairs, but the rule holds good. Once it was a matter of 
congratulation that the people had been driven out of the cellars; 
we must go a step further and get them into the sun. 
Doubtless Mr. Veiller would say that this proposition is 
impracticable. With considerable first-hand knowledge of the 
tenement population to support our contention, however, we 
believe that the modern unsunned home is about as justifiable, 
and gives about as practical results, as would a garden with 
the plants huddled into deep, closed squares. The farmer has 
learned that the maximum of efficiency in plant distribution is 
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the long, narrow row. It is not hard to conceive similarly of 
even a crowded city so divided into north and south parallel rows 
of narrow dwellings, instead of the present block form, that 
every apartment, perhaps every room, could have some sun- 
shine every clear day inthe year. If east and west streets passed 
under these rows, leaving the rows continuous, there would be 
ample room for the north and south avenues and parkways, 
without lessening materially the present percentage of surface 
deemed practical to build upon. Where space is hopelessly con- 
gested, the ground and lower floors might be used for stores and 
warehouses, and the city of homes built upon these as a founda- 
tion, with congregate elevators at intervals, and a concourse over 
the roofs to the separate houses. 

This, of course, is not the place to enter into the fascinating 
details of city planning. We must be content to register our 
belief that fifty years hence the sunless home will be as abhorrent 
a remnant of old-time misdirected human culture as is to-day 
the dumbbell tenement. It is no longer enough that human life 
brought into the city shall be guaranteed a fighting chance to 
exist; it must be given the chance to thrive. Any other thesis 


is social and economic folly. 
H. S. B. 


The Diminished Purchasing Power of Railway Earnings. By 

C. C. McCain. New York, 1909—pp. 111. 

This book is a reasoned attempt to justify and prepare the 
public mind for increases of railway freight rates. To demon- 
strate the necessity for these increases, the writer cites many 
statistics proving the upward trend of money prices and the 
upward trend of interest rates (in money). The emphasis is laid 
on the increase in the prices of those materials which railroads 
as such have to buy and the increased interest paid on railroad 
bonds. 

Such facts by themselves, however, prove nothing. One might 
go on indefinitely citing statistics to show higher interest rates, 
higher wages, and higher cost of materials, without demonstrat- 
ing that rates should be raised. Because the general level of 
14 
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prices is rising, it does not follow that all charges for goods and 
services should rise in the same proportion, or even, necessarily, 
that all charges should rise. In some industries the progress of 
invention is more rapid than in others, and in these industries, 
if the general level of prices remained stable, the tendency would 
be for charges to fall. With the general level of prices rising, 
the charges in such an industry might rise more slowly, remain 
stationary, or even fall. If railroad transportation is such an 
industry ; if improvements in engines and in rails, increasing size 
of cars, and other changes, tend to offset the increased costs com- 
plained of, to a greater extent than in agriculture and the bulk 
of industries,—then the need for higher rates is not established. 
Further proof becomes necessary. It should be shown, not only 
that prices of needed material and labor have risen, but also that 
these higher prices are not sufficiently offset by improvements, 
and (for railroads are operated under the law of increasing 
returns) by increased traffic. It is not intended to assert that 
the author’s conclusions are false, but merely that they are not 
proved. 

The argument would be further strengthened, were it pointed 
out that even the same net money income and therefore the same 
money. dividends constitute a less real income to stockholders 
when the purchasing power of money over consumable goods has 
largely decreased, as well as its purchasing power over railroad 


supplies. 
HARRY G. BROWN. 
Yale University. 


Shippers and Carriers of Interstate Freight. By Edgar Wat- 
kins, of the Atlanta Bar. Chicago: T. H. Flood & Co., 


1909—pp. 578. 

Enforcement of the rights of shippers and carriers, under the 
Interstate Commerce Act and its various amendments since 1887, 
has developed gradually a special branch of law with which the 
legal profession in general has little familiarity. In consequence, 
there has arisen a demand for books that would discuss funda- 
mental principles, codify statutes and their interpretations, and 
furnish guides to those who are entering the field for the first 


} 

4 

| | 
i | 
| 
| 
4g 

4 


191 o} Book Reviews. 203 


time. The volume under review is one of a number of books 
of this character. Published late in the year 1909, it includes 
most of the interpretations which have been made of the Hep- 
burn Act of 1906, and thus provides an up-to-date handbook of 
interstate commerce law and practice. It is compact and log- 
ically arranged, its citations are well selected, and the general 
handling of the entire field is intelligent and satisfactory. Its 
exhaustiveness and its convenience for reference make it for 
the purpose stated the best book now available. 

Under appropriate headings, which follow logically the legal 
principles involved in transportation service, are presented decis- 
ions of federal and state courts, and opinions and methods of 
procedure of the Interstate Commerce Commission. State laws 
affecting interstate commerce receive consideration, and federal 
statutes which bear a close relation to the problems of railroad 
regulation, such as the Anti-Trust, Safety Appliance, Employer’s 
Liability, Arbitration, Hours of Service, and Corporation Tax 
laws, are discussed. These latter acts are given in full in an 
appendix. 

FRANK HAIGH DIXON. 

Dartmouth College. 


“Men versus The Man.” By Robert Rives La Monte and 
Henry L. Mencken. New York: Henry Holt & Co., 1g10— 


pp. 252. $1.35. 

This book, a series of twelve letters said to be “actual,” debat- 
ing the general principles of collectivism, pro and con, is an 
intensely interesting one. It is written in brilliant style by men 
well equipped. 

Yet the book comprises no novel ideas. Its value and interest 
lie in its being typical and prophetic. Everywhere, just now, 
prevails debate of social philosophies. Periodically, mankind 
incurs an excitation like glass under cat’s fur. Each molecule of 
society becomes electrified, positively or negatively. Its hitherto 
placid chemical existence is invaded by an electrical charge. It 
departs from its normal vocation and assumes new reactions with 
its neighbors, intense, brilliant and far-reaching. Each takes 
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sides, positive or negative, and flocks to its respective pole of 
concentration. 

To-day, in all lands, men are taking sides on the question of 
collectivism. They argue vehemently. But the one never con- 
verts the other. Neutrals may be drawn to either pole, it is 
true; and at present the gravitation is plainly toward the collect- 
ivist’s philosophy. But each, the pole once being reached, 
becomes himself polarized and intensified. He attracts or repels 
others, but he no longer vacillates. 

From Mr. Mencken’s letters this fact shines plainly. Forced 
to exclude from his views all admission of collective interaction, 
lest he lend color to the insistent demands of the socialists, his 
statements, albeit brilliant, becomes hard, uncharitable, unbal- 
anced and grossly inconsistent with themselves, as also with 
obvious facts. To him the years spanning our growth from the 
days of no carriage or communication but by horse and sail, no 
fire or light but from tinder-box and taper, no “trusts,” no 
anesthesia or antisepsis, no Red Cross and no Hague tribunal, 
contain no forces coercing human life except those same biolog- 
ical, evolutionary ones which consumed an eon in molding a 
Neanderthal man into a Moses. Man’s rewards to-day, he 
believes, are the exact result of heredity and effort. His envi- 
ronment is natural, not human. Opportunities are everywhere 
equal. Institutions, the chief product of human evolution, have 
no place in his philosophy. * 

Mr. La Motte, on the other hand, idealizes and generalizes. 
The hard arguments of his opponent are not met by even harder 
facts, but by philosophies. The discussion drifts further and 
further from the real issue, or any issue at all. The two men, 
while following each other’s language, diverge more and more 
in idea. Each talks less and less to the other, and more and 
more to himself. 

Thus the socialist, replying to Malthus’ mathematical law with 
references to Nietsche and “beyond-men,” typifies his “com- 
rades” of the better class. The devoted band of collectivists, 
with hand clasped in hand, with faces upturned, inspired by great 
ideals, fundamentally right, yet wanders gropingly, its feet 
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clogged in the mud of the Marxian economics, its eyes befogged 
with philosophies. 

Between the two opponents, one could choose to follow only 
the latter. But the path leads through international quagmire 
before higher, firmer ground may be reached. 


SIDNEY A. REEVE. 
New York City. 


Social and Industrial Conditions in the North during the Civil 
War. By Emerson David Fite. New York: The Macmillan 
Company, 1910—pp. 318. $2.00 net. 

Professor Fite furnishes a needed corrective to the generally 
accepted views of the history of the Civil War, and presents a 
real addition to our knowledge of the period in his recent book. 
He has broken away from both the intrigue of politics and the 
record of the army and navy. He has few words of inspiring 
patriotism and no discussion of the law or ethics of secession. 
Instead, he has read widely in the literature of business and 
trade in order to answer the question long asked by many 
students as to what was going on in America in the sixties besides 
the Civil War. 

With the older historians and the adherents of the one-time 
orthodox school the war for the Union was not only the center 
of the picture but the whole of it. That man lived on war 
alone is the logical inference from their writings. Few of them 
even considered whence came the millions that Chase borrowed 
or collected through his revenue officials. Before the war the 
United States had only the most rudimentary knowledge of tax- 
ation. Property values had always been low and the nation had 
not been aroused to great efforts since the Revolution. Yet 
within four years it multiplied its taxing power by nine, and lent 
to the government thousands of millions more. 

In his earlier studies! which prepared the way for this volume, 
Mr. Fite hinted at the answer. Money for the struggle did not 
come from patriotic zeal but from agriculture, manufacture, 


*The Agricultural Development of the West During the Civil War, in 
Quarterly Journal of Economics, xx, 259-278; and The Canal and Railroad 
from 1861 to 1865, in YALE REvIEW, xv, 195-213. 
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trade. He had found that the war had not checked the pros- 
perity of the North and Northwest as it emerged from the panic 
of 1857. He had begun to suspect, it appears, that an economic 
history of the United States might be written without the Civil 
War and without injustice. 

The materials upon which the preliminary studies as well as 
this have been based have heretofore belonged more to the econ- 
omist than to the historian. They lie scattered in the files of the 
newspapers and trade journals, in the places least likely to be 
reached by the historian on the outlook for politics. They have 
accuracy and significance the greater because of their informality 
and unconscious honesty. The writer of a crop report may be 
but partially informed, yet his mere existence bears witness to 
the status of the conditions which he tries to describe. The 
trade paper or the institutional organ may be crude and partisan 
without weakening its value as a source to the discriminating 
historian. 

With great labor and industry, Mr. Fite has collected his facts. 
His footnotes refer to a wider range of sources than has been 
seen in a recent work. How accurately he has used them can- 
not always be said, since he has taken most of the historians 
unawares in exploiting materials whose existence they have 
commonly ignored. But his general results inspire great con- 
fidence. His thesis is that war politics did not subvert the social 
and industrial bases of American life. Taking up these bases 
topically, he shows in eleven chapters the luxuriant economic 
development of the years of struggle. Agriculture, mining, 
transportation, manufacturing, commerce, capital, and labor are 
the most important of his economic headings. He presents the 
social situation under education, luxuries, amusements, and char- 
ities. Instead of being the whole existence of the nation, “War 
was a stimulus to intellectual life. * * * Intellectual 
leaders clung to their tasks with admirable fidelity and gave 
utterance to their thoughts with perhaps more zeal than ever. 

* * * No matter how terrible the day on the Southern 
battlefield, no matter how great the excitement in the North, the 
public school bell rang out as usual in the first week in Sep- 
tember.” 
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In a work of so great detail there is room for differences of 
opinion, but slips or errors are extremely rare. There is serious 
doubt whether the attitude of New Jersey was “legally 

* * * ynassailable’ when she denied the right of Con- 
gress to intervene, under the inter-state commerce clause, to 
mitigate a monopoly in transportation (p. 174). The 
McCormick reaper, instead of appearing in 1848 (p. 89), was 
invented in 1831, and the first machines were sold in 1840. The 
reform in the currency brought about by the national bank act 
(p. 115), did not materially affect conditions during the period 
of the war. 

Because of the topical arrangement and the diversity of facts 
that crowd its pages, the book is not likely to make a strong 
appeal to the indifferent reader. It confines itself severely to its 
subject, and the subject is not well enough known to be popular. 
But students and teachers will study it with care, and most of 
them will have to revise their knowledge and reshape their 
analyses of the wartime life because of its strong new light. 


FREDERIC L. PAXSON. 
Ann Arbor, Michigan. 


Poor Law Reform. Via Tertia. The Case for the Guardians. 
By Sir William Chance, Bart. London: P. S. King & Son, 
1910—pp. 95. Cloth, 1s. 6d. net; paper, Is. net. 


The object of this book is to oppose the more radical of the 
many changes in the administration of public relief proposed by 
the notable report of the Royal Commission on the Poor Laws. 
The propaganda emanates from the British Constitution Asso- 
ciation, of which the author is a leading member; and, in keep- 
ing with the objects of that association, it resists the tendency 
toward socialism which it finds in the proposed enlargement of 
the functions of the public assistance authorities, and the 
encroachment upon the principle of local self-government 
involved in the proposed transfer of relief work from the elected 
local guardians to committees appointed by the county councils. 
While taking this conservative position, the author has long been 
active in work for the improvement of the administration of the 
poor law and discusses the problems involved with intimate 
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knowledge, and with a desire for substantial progress. The 
minority report of the Royal Commission is passed over rather 
lightly as too radical to be taken seriously. 


DAVID I. GREEN. 
Charity Organization Society, 
Hartford, Conn. 


Women and the Trades. By Elizabeth Beardsley Butler. New 
York: Charities Publication Committee, 1g09—pp. 440. 


Under the above title appears the first volume of the findings 
of that unique piece of social investigation, subsidized by the 
Russell Sage Foundation, known as the Pittsburg Survey. The 
volumes are edited by Mr. Paul U. Kellogg, Director of the 
Survey, who says in his preface to the book: “This Survey 

attempted a diagnosis of an American industrial 
district along social and economic lines, and included within its 
scope such subjects as sanitation, wages, hours and organization 
of labor.” The study is confined to Pittsburg, where a civic 
commission has since been appointed by the mayor to report on 
practicable measures for improving the living conditions of the 
working people. But its influence is bound to be nation-wide, 
and everywhere helpful. There is probably nothing in the 
United States with which to compare this Survey. And even 
its English counterparts, the Royal and Parliamentary Inquiries, 
are attempted only with the backing of the state. 

The keynote of this book, to which it is everywhere attuned, is 
its eminent fairness, its judicial tone, its fine poise and sanity. 
Miss Butler herself admirably sums up the motive underlying her 
work: “My effort has been to study the conditions growing out 
of the trade itself, not out of the foibles or the unkindness of 
any individual, and to present a sketch of the trade process in 
terms of the life of the workers and of its place in present-day 
industrial methods.”” Agricultural and professional workers 
and domestic servants are excluded from consideration, only 
those women-employing industries being included “in which the 
units are organized on factory lines.’”” Some five hundred shops, 
factories, laundries, department stores, telegraph and telephone 
offices were inspected, employing in the aggregate about twenty- 
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two thousand women; and careful inquiries were made of 
employers, employees, and outside parties familiar with the 
respective trades. A large part of the book is devoted to a com- 
parative study of the working conditions in the various indus- 
tries, with a careful summary as to wages, hours, health, 
“economic foothold,” and social life of the working women. 
Four appendixes and a good bibliography help to complete a 
volume which the reader lays down with a feeling that he has 
been following a guide whose step is sure and strong. 

While the author is careful not to draw too sweeping conclu- 
sions, certain facts appear in strong relief against the background 
of her narrative. First, the number of women in industry, rel- 
atively to men, is on the increase in the field investigated. 
Second, this increase is due to the substitution of machine for 
hand labor, with its resulting displacement of male handicrafts- 
men by female operatives. Third, the high speeding of the 
machines, which causes great increase of nervous tension, causes 
the speedy breakdown of the operatives. Fourth, this projects 
itself on the next generation, when these worn-out young women, 
untrained in home-making, marry and become the mothers of 
weakly children. Fifth, there is great discrepancy in wages 
between men and women, those of the latter averaging about 
one-half those of the former. Sixth, women’s wages—below 
the level necessary for decent self-support—must be supple- 
mented by outside resources, and all too often these are the wages 
of prostitution. Seventh, the seasonal character of some trades 
accentuates the hard conditions of the industrial struggle. 
Eighth, the State Factory Inspector often fails to enforce the 
plain provisions of the factory law, in matters of working hours, 
sanitation, seats for employees, guarding of machinery, and the 
like. This is an old story in Pennsylvania. 

Miss Butler arrives at the conclusion that men and women 
tend to fall into non-competing groups, even when engaged at the 
same work. This is due to the men’s superior strength, endur- 
ance, knowledge of the trade, and spirit of craftsmanship. 
“Analysis shows that in only a few cases are women permanent 
active competitors with men for identical work, within the limits 
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of their active working life.” A better enforcement of the fac- 
tory law; a higher standard of business ethics, that will not 
tolerate high speeding, long hours, and hard-working condi- 
tions generally; a living wage; and, as a result of all this, a 
life “enriched by a reasonable amount of leisure’ with proper 
means of relaxation,—less than these no community may tol- 
erate, the author believes, and expect to escape the consequences. 
J. LYNN BARNARD. 


Philadelphia School of Pedagogy. 
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RECENT LITERATURE. 


Historical Essays. By James Ford Rhodes, New York: The 
Macmillan Company, 1909—pp. 334. Though all but two of 
the essays in this volume have been published elsewhere, they 
are well worth gathering into a volume. The first three, on 
“History,” “Concerning the Writing of History” and “The 
Profession of Historian,’ might well be made compulsory read- 
ing for every graduate student in the field of history. Most of 
the other papers are sketches of the methods and work of great 
English historians of modern times. Those dealing with Gibbon 
and S. R. Gardiner are perhaps the most interesting and sub- 
stantial. All readers of the YALE Review will note with pleas- 
ure the frank appreciation of Edward Gaylord Bourne and Mr. 
Rhodes’ acknowledgement of the great aid given him by Pro- 
fessor Bourne while Mr. Rhodes was writing his ‘History of 
the United States since the Compromise of 1850.” A well- 
deserved tribute is paid to E. L. Godkin as a force in American 
public life and journalism. The essays on ‘Newspapers as 
Historical Sources,’ on “The Presidential Office,” “Hayes’ 
Administration” and “Who Burned Columbia” are well worth 
rescue from the limbo of magazine literature. It may well be a 
matter of regret that we have not in America more historians 
whose occasional papers would stand the test of collection and 
republication. 


Social Reform and the Reformation. By Jacob Salwyn 
Schapiro. Columbia University Studies in History, Economics 
and Public Law, Vol. XXXIV, No. 2. New York: Longmans, 
Green & Co., 1909—pp. 160. This study aims to present the 
economic side of the great German revolution which has inter- 
ested the world chiefly as a religious movement, and proposes a 
standard of critical impartiality which the author misses in the 
work of his predecessors. The essay seems ambitious when one 
considers the depth and breadth of the revolution. It is impos- 
sible, in the space which the author allows himself, to examine 
carefully the complex interactions which characterize this period 
of history; and the author too often expresses a current opinion 
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without a critical analysis of its accuracy. So, for example, the 
author lends himself to the traditional view that tlie Roman law 
seriously injured the status of the peasant, without considering 
the reasons which economic historians such as Grossman, Fuchs 
and Gothein have given for modifying our judgment in the 
matter. In the second part of the book the author prints trans- 
lations of a number of the schemes of reform (the Reformation 
of Emperor Frederick III, the Twelve Articles, etc.), and for 
this service both teacher and student will be grateful. 


Freight Rates and Manufactures in Colorado. By J. B. 
Phillips, University of Colorado Studies, 1g09—pp. 62. Professor 
Phillips has contributed a chapter in economic history, giving 
valuable side-lights upon the natural results of railway rates made 
by railways in their own interests. The work is based upon the 
report of the special railway committee appointed by the State 
legislature in June, 1885, for the purpose of ascertaining the 
attitude of the railways towards the establishment of manufac- 
tures in Colorado. The first part of the book is devoted to a 
summary of the evidence on the more important industries which 
were actually started but which were abandoned owing to the 
discrimination in rates against the State immediately put in force 
by the railroads when the success of the plants seemed assured, 
and the latter part is devoted to a statement of actual rate sched- 
ules on various classes of traffic showing the rate from Cali- 
fornia and from eastern points to Denver and Colorado common 
points. In connection with the rate schedules there is an analysis 
of the testimony of the freight agents who appeared before the 
committee showing the reasons which actuated the railroads in 
making the discrimination. In brief, the evidence shows that, in 
applying the principle of rate-making known as “what the traffic 
will bear,” the railroad found it more profitable to prevent the 
growth of manufactures in Colorado, in order to obtain the long 
long haul traffic from the east on manufactured goods, and at the 
same time to retain the business growing out of the shipment of 
raw materials to the east for manufacture there and for direct 
consumption. In some instances the situation was made possible 
by the combination of the railroads, in other by the joint action 
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of the railroads and eastern manufacturers. Taken as a whole, 
the book, and the evidence on which it is founded, is an important 
contribution in favor of the State and national regulations of 
railways. 


A History of Modern Banks of Issue. With an account of 
the economic crises of the nineteenth century and the crisis of 
1907. By Charles A. Conant. Fourth edition. New York and 
London: G. P. Putnam’s Sons, 1909—pp. xi, 751. $3.00. 
Although this is the fourth edition of Conant’s ‘Modern 
Banks of Issue,” it is the first time that the book has had a 
general revision. The first two editions appeared scarcely six 
months apart in 1896. The third edition, which appeared in 
1908, made no attempt to bring the narrative down to date, and 
was in fact practically identical with the first and second editions 
except for the omission of the last chapter on “The Advantages 
of a Banking Currency” and the addition of a chapter on “The 
Crisis of 1907.” The present edition is a real revision. The 
whole book has been brought down to date, and extensive addi- 
tions have been made, particularly in the chapters on Russia, 
northern and southern Europe and Latin America; the dis- 
cussion of banking in the East has been expanded by the addition 
of two new chapters on banking and exchange in Japan, Corea, 
and the Orient. In order to make the book purely narrative, the 
author has omitted from this edition the chapters on “The 
Theory of a Banking Currency” and “Crises and their Causes.” 
Further description of a work so well known is unnecessary. As 
now revised, the book furnishes a most valuable and convenient 
account of the world’s experience with banks of issue. 


Modern Christianity, cr the Plain Gospel Modernly Ex- 
pounded. By John P. Peters, Ph.D., Sc.D., D.D. New York: 
G. P. Putnam’s Sons, 1909—pp. 323. Sermons do not ordinarily 
fall within the province of the YALE REVIEW; an exception is 
made in the case of Dr. Peters’ little volume, because eight of 
his twenty-seven discourses relate specifically to the ‘Social 
Teaching of Christ.” The titles of these short sermons, among 
which we find “A Dinner Party,” “The Servant in the House,” 
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“Respectables and Publicans,”’ indicate their colloquial style as 
well as the attempt of the author to apply Christian principles to 
some of our everyday social problems. Dr. Peters’ sermons are 
homely and direct. They may also seem radical to those who 
are not in the habit of taking their New Testament literally. 


Manual of Style. A compilation of the typographical rules 
in force at the University of Chicago Press, with specimens of 
type in use. Second edition. Chicago: The University of 
Chicago Press, 1g10—pp. xi, 128, 115. The first edition of this 
little book, published some three years ago, has proved its use- 
fulness outside the circle of authors and proof readers for which 
it was originally intended, and has obtained a considerable cur- 
rency among the writing and printing public. The new edition 
has been revised and enlarged; it offers in convenient form rules 
for composition, a glossary of technical terms, and hints to those 
who contribute to the making of books; and deserves a wide 
circulation. 


An Inquiry into the Nature and Causes of the Wealth of 
Nations. By Adam Smith. With an introduction by Professor 
Edwin R. A. Seligman. London: J. M. Dent & Sons; New 
York: E. P. Dutton & Co.,—two volumes, pp. xviii, 441, 455. 
In this edition, in ‘“Everyman’s Library,” Adam Smith’s classic 
work is presented in handy form, with an admirable introduction 
by Professor Seligman, a brief bibliography, and an adequate 
index. 
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